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CHILE RETURNS TO THE GOLD STANDARD 


With the passage of the law of August 21, 1925, creating the 
Central Bank of Chile, followed a few weeks later by the passage 
of the new monetary law, Chile made provisions for the prompt 
return to the gold standard, after nearly half a century of a de- 
preciated and widely fluctuating paper money standard, punctu- 
ated by only three years of the gold standard, the hectic gold 
standard period of 1895-98. Chile with Colombia and Vene- 
zuela at present comprise the only three countries of South 
America on the gold standard, although Uruguay and Argentina 
are now so near to the re-establishment of the gold standard that 
it appears probable they will attain their goal before the close of 
the year 1926." 

Chile was nominally on the bimetallic standard until the 
Gold Standard Act of 1895, the Act of July 23, 1860, having pro- 
vided for free coinage with a mint ratio of approximately 16.4 to 
1. In the early seventies, however, the decline in the gold price 
of silver had driven gold coin out of circulation in Chile as in 
many other countries, and had placed the country actually upon 
the silver standard. From 1830 to 1874 the average annual ster- 

* The story of Chile’s paper money experiences and of her repeated attempts 
prior to this year to place herself on the gold standard is a tragic one and does 
not fall within the scope of this brief paper. The interested reader will find it 
told by Chile’s well-known economist, Guillermo Subercasseaux, in his book on 
Monetary and Banking Policy of Chile. 
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ling exchange rate (go days sight bills in Valparaiso on London) 
had varied between 46 13/16d. and 44d., the gold mint par hav- 
ing been 45d. The average rate had dropped to 40.2d. for June, 
1878, and then, as a result of the crisis brought on by the fore- 
bodings of the War of the Pacific which broke out early in 1879, 
the national Congress suspended specie payments July 22, 1878. 
The following year the government added to the bank note cir- 
culation of the country its own treasury issues of circulating 
notes called fiscal bills. The net paper money circulation of the 
country (bank notes and fiscal bills combined) increased from 
14,500,000 pesos in 1878 to a maximum of 62,554,000 pesos in 
1891, thence declining to 59,800,000 pesos in 1894. Meanwhile 
the average annual sterling exchange rate declined from 39.6d. 
in 1878 to 12.6d. in 1894. 

It was at this time that despite the widespread opposition on 
the part of debtor classes and others who were profiting by the 
continual depreciation of the currency, the government adopted 
vigorous measures for the establishment of the gold standard. 
The Conversion Law of 1892 undertook to fix the gold value of 
the peso at 24d., although the average rate of exchange for both 
the years 1891 and 1892 was only 18.8d. These laws were not 
successful and the average rate of exchange fell to 15.0d. for 
1893 and to 11.2d. for May, 1894. Meanwhile the law calling 
for the redemption in gold of the paper peso, beginning June 1, 
1896, at the rate of 24d., continued on the statute books. The 
government, recognizing the impossibility of carrying out the 
conversion as planned at 24d., passed a new law February 11, 
1895, providing for conversion beginning June 1, 1895, at 18d. 
The average rate of exchange for January, 1895, had been only 
14.2d. and for February 15.9d. To bring exchange to an 18d. 
par by June 1 required a tremendous deflation. This was ac- 
complished through the instrumentality of a large sterling loan 
and through the government’s taking over the redemption of the 
bank notes in gold, and holding the issuing banks responsible to 
it for the conversion of their notes. At this time the govern- 
ment’s financial position was much stronger than that of the 
banks. Specie payments were thus resumed, but the hardships 
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caused by such drastic deflation were severe, and the sudden 
adoption of such a high rate for the new monetary unit created a 
very unstable situation, placed a needlessly heavy burden on the 
gold reserve, and made the reform very unpopular. The curren- 
cy reform plan lacked public confidence and was the object of 
continued attacks by the paper money interests. It broke down 
completely in 1898 at the time of a threatened war with Argen- 
tina over the Andean boundary question. A law of July 31, 
1898, authorized the government to issue 50 million pesos in 
legal tender government notes, and, as all or practically all of the 
bank notes had by this time been retired, the entire circulation 
of the country from that time until 1914 consisted of these so- 
called fiscal bills together with subsidiary silver and minor coins. 

From 1898 to 1905 the paper money circulation remained 
nearly constant in the neighborhood of 50 million pesos and ex- 
change was fairly stable, the average annual rate varying from 
15.2d. in 1902 to 16.8d. in 1899. But during this period the ad- 
vocates of cheap money became increasingly active and suc- 
ceeded in getting control of the government. On the plea that 
the country needed more money for its economic expansion, a 
number of new issues of fiscal bills were made, bringing the total 
circulation of these bills up to 150 million pesos by the end of 
1907, and bringing the average sterling exchange rate down to 
9.6d. for the year 1908. Provision had been made for the build- 
ing up of a conversion fund, and a law of August 27, 1907, au- 
thorized the issue of fiscal bills against the deposit of gold in the 
National Treasury in Chile or in London, at the rate of 18d. to 
the peso (later reduced to 12d.) ,the depositor receiving not only 
the circulating fiscal bills for his deposit, but also an order cer- 
tificate which entitled him to receive back the amount of gold he 
had deposited on presentation of the equivalent in fiscal bills and 
of this certificate. This provided a method of making the note 
circulation elastic which was extensively utilized later, particu- 
larly during the critical years 1912 to 1920. 

During the period of the European war and since, Chile is- 
sued substantial sums of treasury notes and also fiscal bills 
against deposits of nitrate. Such issues were authorized by the 
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government in order to help Chile’s great nitrate industry con- 
tinue to operate during the trying days of 1914 before the great 
war demand for Chilean nitrates for making explosives began, 
and later, after the war was over, when the slump in the demand 
for nitrates for such purposes took place. These notes secured 
by nitrate are nearly all retired at the present time. 

The government had also been issuing to the banks since 
1914 treasury notes against deposits of government and mort- 
gage bonds, the banks paying on most of these notes 6 per cent 
interest to the government and receiving from the government 8 
per cent interest on the bonds. By this means the government 
was able to float domestic bonds to an extent that would other- 
wise have been impossible since the banks found such govern- 
ment bonds a profitable investment so long as they were per- 
mitted to issue treasury notes on the security of the bonds on 
such favorable terms. This plan was, of course, a losing game 
for the government, but the public tolerated such “secured” 
issues of paper money when it would not have tolerated “direct 
unsecured issues.” By the middle of the year 1925, nearly all 
fiscal bills secured by specific deposits of gold payable to order 
had been retired and, as previously noted, practically all bills 
and notes secured by nitrate deposits had likewise been retired. 

The paper money outstanding in August, 1925, therefore, 
consisted chiefly of the fixed issue of 150 million pesos of fiscal 
bills and approximately the same amount of treasury notes, 
most of which were backed by Chilean government bonds. At 
that time there were 114 million pesos of 18d. held in gold coins, 
gold bars, and gold deposits abroad, against these paper money 
issues, in addition to small pledges of nitrate, and certain bank 
deposits in Chile. These securities taken together were much 
more than enough to retire all the paper money in circulation at 
the current rate of 6d. to the peso without touching the govern- 
ment bonds held by the government in trust for the banks 
against the treasury notes then outstanding. 

Unfortunately, however, there were still in the banks about 
40 million pesos of bonds against the deposits of which in the 
Office of Issue the holders thereof had a contractual right given 
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them by law to draw out treasury notes up to the par value of the 
bonds deposited. If this privilege should be utilized to any large 
extent by the banks holding these bonds, the circulation of treas- 
__ury notes might be so much increased as to reduce the gold back- 
ing of the paper money below roo per cent. The American Fi- 
nancial Commission recommended the payment of these bonds 
promptly or their refunding into bonds not possessing the cir- 
culation privilege. 

The evil consequences, economic, social, and political, of 
Chile’s experiences with an unstable paper currency have been 
those common to all paper money countries, but they have been 
accentuated in Chile because of the long period during which 
they persisted. While the gold value of the peso was declining 
from about go cents to 12 cents, prices were rising and the cost 
of living was increasing, but prices of different classes of com- 
modities responded with widely varying degrees of lag to the 
forces of inflation, prices of domestic commodities lagging be- 
hind those of imported commodities, retail prices rising more 
tardily than wholesale prices, and wages much more tardily than 
retail prices. Labor suffered greatly as a result of paper money 
inflation, and although labor interests were generally favorable 
to cheap money during the years of the greatest inflation, labor- 
ing men ultimately learned their lesson and in recent years or- 
ganized labor in Chile has been one of the staunchest advocates 
of the return to the gold standard. 

Savings depositors, the holders of the bonds of the mortgage 
banks, and the holders of domestic government bonds have suf- 
fered severely as the value of the peso in which their principal 
and interest were payable has declined from go cents to 12 cents, - 
while, on the other hand, the land-owning classes who had been 
buying land on mortgage loans reaped enormous profits at the 
expense of the thrifty creditor classes. The big landed interests 
were for years the most powerful forces both in Congress and 
out favoring paper money, the device which enabled them to 
reap what others sowed. 

The continual fluctuations in the value of the peso brought 
an element of instability and insecurity in all business opera- 
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tions that was unfavorable to orderly economic progress, and it 
is a strong evidence of Chile’s economic vigor that she has been 
able to make such great progress during recent years as she has 
against such a heavy handicap. Currency instability has un- 
doubtedly retarded the flow of foreign capital to Chile. Large as 
these foreign investments have been in recent years, there is 
strong reason for believing that they would have been much 
larger had Chile’s currency been stabilized on a gold basis. Cur- 
rency instability was likewise a seriously disturbing factor in 
the government’s finances. Chile has a substantial debt pay- 
able in gold and as a considerable part of her taxes, namely her 
internal taxes, were payable in depreciated paper money, the 
more rapid the depreciation of the paper the more burdensome 
were the taxes necessary to provide the increasing number of 
paper pesos necessary to meet the service of the foreign debt. 
Prices and taxes did not rise as rapidly as the gold value of the 
peso fell. This difficulty was met in part by placing tariff duties 
on a gold basis, but it was obviously impossible to place the in- 
ternal taxes on any basis other than that of the paper money in 
general circulation. 

It was impossible politically to increase government salaries 
and wages proportionately to the decline in the value of the 
paper peso, with the result that government employees suffered 
severely and it became increasingly difficult to attract strong 
men into the government service and to command full time and 
efficient service from government employees. The situation had 
become so bad by the time that the American Commission ar- 
rived in Chile in July, 1925, that the public demand for a return 
. to the gold standard was overwhelming and the advocates of a 
continuation of the paper money régime were few in number 
and inarticulate. 

In three other respects the situation in July and August, 
1925, was particularly favorable to a re-establishment of the 
gold standard: (1) The revolution of the latter part of 1924 
had thrown out the old constitution and done away with the 
national Congress. A new constitution was being prepared and 
was to be voted on August 30, and, if adopted, as it actually 
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was, it was to be promulgated October 18. In the meantime the 
supreme power of government was centered in the president and 
his cabinet, and they had the power to pass laws which were 
known as decree laws. The president and his cabinet were all 
favorable to the prompt establishment of the gold standard. (2) 
Chile had an enormous gold reserve, as previously noted—a re- 
serve large enough to convert into gold at the current rate of 
exchange practically every paper peso in circulation. (3) The 
gold value of the peso had been fairly constant for several years 
in the neighborhood of 11 to 13 cents United States currency, 
and prices and wages had become fairly well adjusted to this 
value. For the years 1921 to 1925 the average annual gold value 
of the peso as measured by sterling exchange rates converted to 
their United States currency equivalent at the New York ster- 


ling rate of exchange had been: 
Cents 
1921 a ee oe Per ae en re eS 
1922 - Sw lel we Loe oe ee nn 
1923 gr gl ge age hae a a ee 
1924 ‘ 10.57 


sone (lasery-Ttly) 2. 6 6 6 Ven) os 


The plan of reform recommended by the American Finan- 
cial Commission and embodied in Chile’s Monetary Law of 
October 14, 1925, and in the Central Bank Act of August 21, 
1925, may be briefly summarized as follows: 

The standard of value is declared to be gold and the Chilean 
Mint is open to the free, unlimited, and gratuitous coinage of 
gold. All restrictions on the free exportation and importation of 
gold are removed and the Minister of Finance, representing the 
government in granting the Central Bank its charter, con- 
tracted: 
to allow the bank free commerce in gold, authorizing it to export and import 
gold without restriction and without the payment of any tax; provided that 
in case of internal or external disturbances the President of the Republic 
and the Bank may agree to suspend temporarily the privilege of free com- 
merce in gold for the Bank without restriction as to amount, at the Mint 
charges to be determined by general law, .. . . not to issue any paper 
money itself, except as temporarily required by existing contractual obliga- 
tions for the issue of treasury notes, nor to allow any governmental division 
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or other concern, or entity, public or private, to issue any such money or 
documents that may circulate as money during the period of the Bank’s 
concession. 

The Bank’s charter is for fifty years. 

The monetary unit of Chile is declared to be the peso of 
.183057 grams of gold .goo fine, which is equivalent to 6d. ster- 
ling or 12.165 United States currency. The fineness of Chilean 
gold coin in the past had been the British fineness of .91666. Ten 
units of one peso each are denominated a “condor,” and, with 
the object of making the public familiar with this new and more 
convenient sized denomination and of ultimately making it the 
unit of value if it obtains popular approval, the gold standard 
law provides that the value in condors as well as in pesos shall 
be stamped on all bank notes, all gold coins, and on the five-peso 
silver coins. 

The government deposited its entire gold reserve fund of 
over 300 million pesos in the new Central Bank of Chile and the 
bank assumed full responsibility for the redemption of all out- 
standing notes at par in gold or gold drafts from January 11, 
1926, the day it opened for business. All government notes are 
being retired and the sole paper money of Chile in the future will 
be the bank notes of the new Central Bank. Against these bank 
notes the bank must keep a normal minimum gold reserve of 50 
per cent, part of which is kept in Chile and part on deposit in 
New York and London. The other assets back of the notes must 
consist chiefly of high-grade, short-time commercial and agricul- 
tural paper. All notes are convertible on demand at the bank, 
the bank having the option of paying in gold coins, gold bars, or 
gold drafts on London or New York. In the case of redemption 
in drafts, the bank is permitted to charge a premium represent- 
ing the gold export point, on the principle of the gold exchange 
standard. On the payment of a like premium the bank is re- 
quired to pay out notes in Chile against deposits of gold in the 
bank’s agencies in London and New York. By this mechanism 
the gold value of the peso is stabilized and exchange is prevented 
from rising above the gold export point or falling below the gold 
import point. 
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A new system of subsidiary silver coins is provided, but the 
issue of subsidiary silver coins is carefully limited. The govern- 
ment agrees to “respect the opinion of the Bank’s board of direc- 
tors as to future issues of fiduciary coins,” and to accept such 
coins in unlimited quantities “in total and partial payment of 
all taxes, national government dues, and debts due to the na- 
tional government.” All silver coins will have the same millesi- 
mal fineness of .720, so that at the mint the same mixture of sil- 
ver and alloy can be used in making coins of all denominations. 
The coins of all denominations will have weights exactly propor- 
tionate to their values so that a given quantity of new silver 
coins of any denomination will have the same weight as the same 
quantity of silver coins of any other denomination, thus facili- 
tating the rough counting of money quickly by means of the 
balancing scales. 

The new Central Bank opened for business January 11, 
1926, and is now functioning successfully. Chile is squarely on 
the gold standard, with a modern central bank of issue and re- 
discount and a thoroughly modern general banking law adapted 
to Chilean conditions. 

To America, Chile’s return to the gold standard is a matter 
of great importance because of our interests in the prosperity of 
our sister republics and because of our large investments in that 
country and of our large and growing foreign trade with it. Our 
exports to Chile increased from 13.9 million dollars for the aver- 
age year 1910 to 1914 to 39.3 million dollars in 1925, and our 
imports from Chile increased for the same period from 22.9 mil- 
lion dollars to 89.0 million dollars. The extent of the interest of 
the United States in Chile’s prosperity is shown by the fact that 
in 1924 about 26 per cent of the total imports of Chile came 
from the United States and that about 44% per cent of her ex- 
ports went to the United States. 

With her currency stabilized, it is not unreasonable to expect 
increasing prosperity for Chile and a growing foreign trade in 
the immediate future. In this growing trade there are good pros- 
pects that the United States will be a large participant. 


EDWIN WALTER KEMMERER 
PRINCETON UNIVERSITY 





LAND RENT AS A FUNCTION OF POPULATION 
GROWTH 


I. IMPLICATIONS OF THE CLASSICAL THEORY OF RENT 


The rent of land is commonly explained as a consequence of 
increasing population operating in a world handicapped by a 
“law of diminishing returns.” It is supposed that the better land 
tends to be used by preference but that, as population increases, 
the greater crowding of this land lowers the marginal product of 
labor—or of labor and capital—to such a point that it becomes 
worth while to bring into use poorer land. Thereupon the better 
land, since there is not enough to go around except by undesira- 
ble crowding, comes to have a scarcity value, i.e., comes to 
yield rent. 

It is perhaps partly on the basis of this conception of rent 
that some economists have been inclined to view with unfriendly 
eyes the contention that rent, as a social product, should be ab- 
sorbed by the state and that in land, as a gift of nature, every 
citizen should have an equal right (to be realized by the social 
appropriation of rent). Nature is niggardly, they would prob- 
ably say. With increasing population the amount of land be- 
comes relatively inadequate. Land is not something which na- 
ture offers in sufficient amounts for al!, but something of which 
at least a part of mankind—if population becomes too large— 
cannot have enough. 

If, indeed, land rent comes into existence only as the mar- 
ginal product of labor (or of labor and capital) is lowered, 
then this rent, so far from being a social product, might, in a 
fairly plausible sense, be said to be no product at all. As num- 
bers increase, the land yields no more per person, but less. The 
new hands, along with the new mouths, are not only not a bless- 
ing to those already on the earth but, if rights to the earth must 
be divided equally, a curse. 

To illustrate, suppose an island capable of supporting in 

274 
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comfort ten couples with two children each, or forty persons. If 
two of the couples have, each, twelve children (and the other 
eight, two each), so that, in the next generation, there are twenty 
couples instead of ten, and if rights to the use of the land must 
be redivided equally, then these two couples have, by their ex- 
cess of offspring, brought serious injury to the children of the 
other eight couples as well as to their own. 


II. IS A SUFFICIENCY OF LAND IN ANY SENSE A PRODUCT OF 
FORETHOUGHT? 


Society, however, is at present so organized, at least in con- 
siderable degree, that thriftlessness and lack of forethought in- 
volve loss primarily to those who are thus thriftless and to their 
children and not, except incidentally and indirectly, to others. 
If a couple fail to save, it is their children and not the children 
of those who do save whose fortunes are small. If in some fam- 
ilies the children are numerous it is the children of these families 
who must suffer because of the smallness of the parts into which 
their family estates must be divided. 

The advocates of relatively increased land-value taxation, 
of whom the writer of this paper counts himself one, desire to 
make the proportioning of income to the efficiency, thrift, and 
forethought of the individual or the family more exact than it 
now is, rather than less so. Might not the social appropriation of 
a land rent brought into existence solely by a lowering of the 
marginal productivity of labor and capital be inconsistent with 
this ideal? May there not be a sense in which, in a country tend- 
ing to undue crowding and a lowered margin of labor produc- 
tiveness, a sufficiency of land, like capital, is the product of 
thrift or forethought? And may it not be said that, if the land 
supply is inadequate, a low-birth-rate family in effect produces 
land for its members of succeeding generations, by keeping 
down the number of those who must use the land? 

No denial is here intended of the contention which may thus 
be made that land may be scarce in relation to population and 
that, under such circumstances, if rights to land are divided 
equally, high-birth-rate families reduce the birthright, in land, 
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of the children of all other families. So far from denying this 
contention, the present writer, though decidedly favorable to in- 
creased land-value taxation, would be inclined to insist upon it 
and has elsewhere’ done so, though briefly and, perhaps, inade- 
quately. 

Let us carefully consider the problem in the light of the 
economic theory of wages and of the rent of land. To simplify 
our exposition we may leave interest on capital out of account. 
Let us suppose, first, plenty of land on which the labor of one 
man can produce, in a season, 1,000 bushels of wheat. An indi- 
vidual whom we may designate as X has possessed himself of a 
piece of this land sufficiently large for his needs. At the begin- 
ning, the land does not bear economic rent. There is plenty of 
land to be had, for all who desire it. But population increases 
and land becomes relatively scarce. On the land owned by X, 
while one man can produce 1,000 bushels, two could produce but 
1,900, three could produce 2,700, and four could produce 3,400. 
At the beginning, X’s wages are 1,000 bushels. There being 
plenty of land, no part of the output is “imputable” to land. Or, 
as we have above stated the matter, there is no rent. But with 
the increase of population and the consequent crowding of land, 
a part of the product becomes “imputable” to land and the part 
“jmputable” to the labor of any individual becomes less. Thus, 
if the crowding is so great that other land than that belonging to 
X, of similar size and quality, is cultivated by the labor of four 
persons and if this must in general be the case in order that all 
of the population should be employed, then wages cannot exceed 
700 bushels* or their money equivalent. For wages must be low 
enough so that it is worth while for employers to hire all avail- 
able labor. Under these circumstances, the rent of X’s land 
would come to be 600 bushels. That is the amount “imputable” 
to the land. For four persons working on that land could pro- 

*See Economic Science and the Common Welfare (rev. ed., Columbia, Mis- 
souri: Lucas Brothers, 1925), Part II, pp. 225—28. 


* Of course it is to be understood that a worker of superior efficiency may re- 
ceive more. For simplicity we are here assuming efficiencies to be equal. 
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duce, on our hypothesis,* 3,400 bushels; and yet each one of the 
persons, if added to the labor working on the rest of the land in 
the community, would not increase the product on such other 
land by more than 700 bushels, or, all four of them, by more 
than 2,800 bushels. X could secure four men to work on his land 
for not to exceed 700 bushels each, and could have 600 bushels 
left for himself as rent. Or ‘he could lease the land for 600 bush- 
els to some other person who would work it, with the aid of 
three employees. If X continued to hold and work the land, he 
would hire either two or three men to help him, would pay them 
about 700 bushels each, and would have 700 bushels for his own 
labor, as such, plus 600 bushels which he could have got without 
working, e.g., by leasing the land to another, and which should 
be regarded as rent. (A total product of 3,400 with four men, 
including X, wages 700 each, leaves 600 rent. A total product of 
2,700 with three men, wages 700 each, also leaves 600 rent. X 
would be indifferent whether to employ the fourth man.) X re- 
ceives, therefore, if he works, a total income of 1,300 bushels. 
Since he is a landowner, he has profited by the growth of the 
community and the rise of rent. Prior to the population increase 
he could get only 1,000 bushels. His wages, nevertheless, are 
lower than before, viz., 700 bushels instead of 1,000. If the en- 
tire rent is appropriated by the community in taxation he will 
not have profited but will have lost. For, in that case, he will 
have to pay into the public treasury his 600 bushels of rent, or 
their money equivalent, leaving him 700 bushels in wages where- 
as previously his wages alone were 1,000 bushels. The increase 
of population has reduced the earning power of his labor and the 
labor of his descendants by 30 per cent. Might it not be argued 
that, in the case of families which maintain a low birth rate, as, 
for example, the peasant proprietors of France are said to do, in 
order that their land be not too greatly subdivided, the incomes 
of these families should not be thus reduced? Is it desired, we 
might be asked, that this motive to the limitation of births 
should be weakened? Is it desired that those who multiply quite 


* See figures earlier in paragraph. 
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without regard to economic consequences, and their descend- 
ants, should, through taxation or otherwise, deprive of the pro- 
portionate share which they would otherwise have of the land, 
families which have restricted their birth rate and are in no wise 
responsible for the overpopulation from which they are so made 
to suffer? Yet, in the case of X and his descendants, half of the 
rental yield of the piece of land owned by them could be taken 
in taxation,* without leaving them any worse off because of the 
population increase. X, or his son or grandson, would then have 
a possible labor income of 700 bushels plus an income from rent 
of 300—the other 300 of the rent being taken as a tax—or a to- 
tal of 1,000, which would be equal to their labor income, or 
wages, prior to the population increase. 

But if we suppose that increase of population reduces the 
marginal product of labor very much more slowly, then it be- 
comes possible to make out a case for public appropriation of 
the great bulk of rent without anticipating any reduction of the 
incomes of land-owning low-birth-rate families below what their 
labor formerly yielded. Thus, suppose that, on X’s land, a sec- 
ond worker could add ggo bushels to the product, a third 980 
bushels, and so on up to an eleventh, who could add goo. If pop- 
ulation became so great that, on the average, eleven must be 
employed on such a farm as that of X, then wages must be not 
in excess of goo. At such wages X would employ ten—and, pos- 
sibly, eleven—workers, including himself if he worked. Assum- 
ing ten to be employed, the total output would be 9,500 bushels, 
total wages would be ten times goo or 9,000 bushels, and rent 
would be 500 bushels. Assuming eleven to be employed, the 
total output would be 900 greater, or 10,400 bushels, but the total 
wages would be eleven times 900 or 9,900 bushels, leaving the 
same net return or rent, viz., 500 bushels. In other words, the 
employer, whether X or some tenant of X, will be on the margin 
of doubt whether to employ an eleventh man. But, in this case, 
400 bushels, or four-fifths of the rent, could be taken in taxation 
while still leaving to X (or his son or grandson)* an income of 

*In addition to any tax they had previously paid. 

* If willing to work. 
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1,000 bushels, made up of wages, 900 bushels, and rent, 100 
bushels. 

On the other hand, assuming the marginal product of labor 
to fall very rapidly with increase of population, it could be shown 
that only if a very small per cent of rent were taken in taxation 
could the standard of living of the X family be prevented from 
falling. Nevertheless, in general, some special tax could be im- 
posed on land rent or land value, without reducing the standard 
of living of families like that of X, and this could be done even 
if land rent came into existence only through a lowering of the 
marginal product of labor with increasing population. We shall 
soon see, however, that this is not, in any country of importance, 
the only cause of rent. And there is reason to doubt whether, in 
countries so little crowded as the United States, it is a cause of 
any considerable relative importance. 


Ill. WHEN LAND RENT IS CLEARLY AND WHOLLY A SOCIAL 
PRODUCT 


It may be that conservatively minded readers, whose real 


reasons for opposing anything which savors in the least of single 
tax are altogether different from the consideration we have been 
discussing and who, in fact, have never before thought of that 
consideration, will be forthwith ready to grasp at it as a new 
justification for their opposition. But the case for heavy increase 
of land-value taxation remains sufficiently strong in spite of any 
argument which can be drawn from the possibility of an inade- 
quate land supply. 

In the first place, the idea that rent results almost exclusive- 
ly from an increase of population which forces down the margin 
of cultivation or production is erroneous. Overpopulation is, of 
course, possible. There is, without doubt, a law of diminishing 
returns. But, up to a certain point, depending upon the nature of 
the land, the type of people composing the population, and the 
stage of the arts of production, increasing numbers operate, not 
to decrease, but to increase per capita product, even if resort 
must be had to poorer land. 

Thus, to illustrate, let us suppose the settlement of a terri- 
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tory in which most of the land is of uniform productiveness on 
which a worker of average efficiency, working with a given equip- 
ment of capital, can turn out (as in our previous example) 1,000 
units of product per year. After a certain density of population 
is reached, however, it becomes necessary either to work the 
land more intensively, with corresponding diminution of per 
capita product, or to resort to poorer land on which the pro- 
ductiveness of labor would have been, at first, only 900 units. 
But the closer co-operation, better division of labor, etc.,° made 
possible by the larger population may bring it about that, on the 
goo-unit land, 1,000 or more units could now be produced and 
that, on what had been the 1,000-unit land, 1,100 units or more 
could be produced. Under such circumstances, it certainly can- 
not be said that those responsible for the increase of population 
have inflicted any injury upon the rest of the community. On 
the contrary, the rent of land is clearly a social product and not 
a differential due to decrease of individual productivity at the 
margin. It is a net addition to the output of industry, brought 
about by the increase of population. Can there be any objection 
to regarding a value so produced as a fit subject for special tax- 
ation? 

The opinion that rent is largely, if not almost entirely, a so- 
cial product gains further support when we contemplate the 
case of city land. Thus, the great rise in the rental value of the 
land of New York City since its early days by no means signifies 
a corresponding reduction of the marginal product of labor be- 
low what it would be were population smaller. It may, indeed, 
be true that, assuming the population in the rest of the United 
States and, possibly, in the rest of the world, to be constant (and 
the stage of the industrial arts to remain unchanged), an in- 
creased number of persons concentrated in New York would 
bring decreasing proportionate returns. That the law of dimin- 
ishing returns applies to increase of numbers on city land is as 
true as that it applies on agricultural land. But the virtues of 
city land for industry are, in a peculiar degree, virtues due to 


* Perhaps, even, new inventions; for it may be that the larger population will 
bring with it a greater variety of ideas. 
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situation. And the situation of such land is, in large part, so far 
as it has economic significance, a matter of its relation to the 
location of other places and of the density of population of and 
types of industry in these other places. If, therefore, the United 
States as a whole grows in population, the number of persons 
whose services are wanted in and about New York City to han- 
dle the larger import and export trade of this larger population 
becomes larger. And the marginal productivity of labor there 
may be, therefore, as great as or greater than before, despite a 
larger local population. In short, if population is most advan- 
tageously distributed within a country, diminishing returns do 
not set in for any part of it until they set in for the country as a 
whole. So if, with increasing population thus advantageously 
distributed, the marginal productivity of labor in the country as 
a whole is no less than if population were smaller, and if the rent 
of land in and about New York City greatly increases,’ this in- 
creasing rent is clearly an addition to the output of industry and 
a social product.* Is it undesirable that such a product should 
contribute heavily to the expense of maintaining, through gov- 
ernment, favorable conditions for social life? 

But it is not necessary, in order that increased population 
should raise rent, that it should force resort to poorer land. It is 
not necessary that the increased population force resort even to 
land which, though not less productive than the better land pre- 
viously was, would be less productive were it not for the im- 
proved division of labor, etc., consequent on the larger popula- 
tion. Suppose, for example, an immense plain containing an in- 
definite amount of land of equal quality. Population flows into it 
from outside and, little by little, a large part of the land is appro- 
priated and settled. So long as any of this land remains unused, 
it cannot be said that increasing population is forcing down the 
margin of production. Indeed, the closer co-operation and the 


* Assuming, of course, no corresponding decrease elsewhere. 

* Nature plays this part in the matter, however, viz., that the situation of 
New York City on a great natural harbor is a condition without which the 
growth of the interior population would not have made labor in the city so pro- 
ductive as, in fact, it has. 





282 HARRY GUNNISON BROWN 


better division of labor conceivably resulting from the increasing 
population may even raise the marginal product of labor. But is 
it not, nevertheless, practically certain that rent will arise on 
some of this land? For there will surely be parts of the land 
which, as population increases and as roads and railroads are 
constructed, will come to have special advantages of situation as 
trading centers, centers of manufacturing, etc. The increase of 
population will, then, clearly, raise rent, but will do so by bring- 
ing out special advantages on part of the land, advantages not 
previously existing, rather than by forcing production to a lower 
level.’ Is it not evident that, in such a case, rent is a social prod- 
uct and that its appropriation for social uses is reasonable? The 
growth of a city is, possibly, an advantage even to the owners of 
marginal land, but it certainly confers a special advantage on 
those whose near-by location enables them to reap exceptional 
returns from supplying the city needs as to produce. It confers a 
still greater advantage on those whose land comes to have value 
for distinctly urban uses. The occasional settler who (or whose 
descendant) finds that his land is in the center of a thriving city 
may become a millionaire as a consequence of conditions to 
which his own contribution was negligible if anything at all. In 
this case and, in general, in a country no more crowded than the 
United States, land rent has probably grown much more largely 
by the increase of the possibilities of special, often supra-mar- 
ginal, land, thus creating a differential between it and marginal 
land, than by forcing cultivation to a lower margin. It follows 
that any desire that we may feel to protect small landholders 
who limit their families from being made to suffer through the 
general increase of population need not prevent us from taking, 
in taxation, most of the rental value of land, including that of 
mines and power sites, and nearly all of the rental value, flowing 
from its situation, of city land. 

If population increased so as greatly to lower the margin of 
labor productiveness, despite a system of land-value taxation 
that discouraged speculative holding of good land out of use, 


*Cf., the author’s book, Economic Science and the Common Welfare (rev. 
ed.), Part II, pp. 228-29. 
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then the argument for regarding a part of land value as not 
really a social product would have some merit. Possibly, in that 
case, there would be something to be said for considering a cer- 
tain value or rent per acre as not socially produced and taxing 
only the surplus value or rent above that. Or it might be better, 
lest speculative holding be encouraged, to levy some tax even 
upon that low value per acre but to have the full tax rate apply 
only to the surplus value.*® But whatever value per acre—within 
any reasonable limits—was so chosen for no land-value tax or 
for a lower rate of tax, it is obvious that nearly all of the value 
of city land would be a surplus above this amount. And a very 
large part of the value of well-situated agricultural land, even if 
the country were crowded, would be a surplus above it. 

But it is possible to go even farther and to assert that not 
only the way population happens to settle but even the very ex- 
penditures and improvements made by government operate un- 
evenly so as to give some land a differential advantage over 
other land and call rent into existence. Surely rent is then a so- 
cial product and to appropriate it largely by taxation for the 


common benefit can hardly be regarded as unreasonable. 


IV. A PROBLEM OF PREVENTION DISTINGUISHED FROM A 
PROBLEM OF DISTRIBUTION 


It seems worth while to point out that we have, in this mat- 
ter of the effects of population changes and social development 
on land values and on the marginal productivity of labor, two 
problems to deal with rather than one. The first is a problem of 
prevention. The second is a problem of distribution. That popu- 
lation should increase to such a point as to lower per capita 
wealth-producing efficiency will probably seem to most econo- 
mists—the present writer included—undesirable. Should such 
population increase occur, it may indeed be a matter of dispute 
whether the rent so caused may best be taken, in whole or in 
large part, by taxation, rather than that other wealth should be 
heavily taxed. But it is to be preferred that such population in- 


crease should not occur. The evil condition resulting from such 
® See, however, the further discussion in sec. V. 
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population increase, though the taxation of land rent may, per- 
haps, not especially aggravate it, is not to be cured otherwise 
than by restriction of immigration and by birth control. 

So far, however, as population increase, public expenditures, 
and the like, though without lowering the marginal productivity 
of labor below what it would be with a smaller population, tend 
nevertheless to increase rent, so far as land rent is thus clearly a 
social product, the phenomenon in question is not undesirable 
but is, in itself, desirable. Here our problem is one of distribu- 
tion. The increase of population has brought a more than pro- 
portionate increase of product or, at least, a net addition to the 
product beyond the former marginal output multiplied by the 
increase of producing labor units (or composite labor and capi- 
tal units). But this net addition to product does not, in our sys- 
tem of private property, automatically distribute itself among 
the public. On the contrary, the gain, or a considerable part of 
it, goes with the ownership of certain pieces of land on which 
production feels a differential impulse because of the increased 
population, public improvements, etc. So far as marginal pro- 
duction is increased, all producers share in the gain. But so far 
as differential production on certain pieces of land is increased, 
the benefit is confined to owners of land as such. And the ques- 
tion which here naturally suggests itself is whether we wish so to 
levy taxes as to distribute this surplus or special gain to all, 
through the medium of public expenditure, or whether we wish 
the owners of land to receive a special benefit in excess of what 
is received—if any is received—by other members of the society. 
The present writer, in the face of this problem, can find only one 
reasonable answer, viz., that such a differential gain should be 
taxed, and taxed, eventually, fairly close to 100 per cent, for the 
advantage of the society whose creation it mainly is. 


V. IS THERE A CASE FOR SPECIAL LAND-VALUE TAXATION EVEN 
WHERE RENT IS NOT A SOCIALLY PRODUCED NET 
ADDITION TO OUTPUT? 

But there would be something to be said for the view that 
land should be especially taxed even if population increase and 
social development caused rent only by lowering the margin of 
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production and decreasing per capita income. It is true that in 
that case a high tax on land might, as population increased and 
the marginal product of labor fell, penalize the offspring of low- 
birth-rate families which have been doing their part to keep pop- 
ulation within the limits of available good land, and might make 
the offspring of such families share to some extent in the general 
poverty due to the action of others. We have already seen, how- 
ever," that a part of rent so produced could be taken without oc- 
casioning this unfortunate consequence. And do we not also 
penalize the farsighted, in some degree, when we tax their capi- 
tal or the income from it? As a family’s low birth rate may en- 
able the children to inherit, each, larger pieces of a landed estate, 
so likewise it may enable the parents to save and to have for be- 
queathal absolutely more capital and not merely more per child. 
The present system of taxation, therefore, penalizes somewhat 
the thrift which is contributed to by a low birth rate as well as 
thrift in general. 

Furthermore, under the existing tax régime, many persons 
see clearly that their taxes are heavier in proportion as they are 
more efficient and more thrifty; while a tax on land rent, even if 
rent arose solely from a lowering of the margin of labor produc- 
tion, could be seen to penalize the farsighted, only by a process 
of more or less recondite reasoning. And in a country where 
most of the users of land were tenants anyhow, any such effect 
would be reduced to a minimum. That land-value taxation 
would in any appreciable degree discourage farsightedness may, 
therefore, be regarded as somewhat doubtful, and that it would 
discourage farsightedness and thrift more than do our present 
taxes may be regarded as, perhaps, still more doubtful. Never- 
theless, if, anywhere, rent arises almost solely from the forcing 
down of the margin of production, the contention that nearly all 
of rent should be taken in taxation and that nearly all of the re- 
quired revenues of the state should be so secured loses, in such 
a community or country, much of its force. 

At this point, attention ought, possibly, to be directed to cer- 
tain social consequences likely to flow from the taxation of land 


™ Sec. II. 
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values rather than improvements, commodities, incomes, etc. In 
the long run, capital cannot be worth less than the cost of bring- 
ing it into existence since otherwise people would not produce it. 
So while it is doubtless true that a relatively useless piece of 
capital does not have high value just because it may have had 
high cost, it is also true that cost of production (or more nearly, 
perhaps, of duplication) as well as usefulness are causally re- 
lated to the value of capital. But land has no cost of produc- 
tion.’* Its value depends solely upon its expected future rent. 
To reduce this rent by taxation tends to lower the salable value 
of land in as great a proportion. Hence it becomes easier for a 
poor man who is thrifty and ambitious to get a start in life and 
to come to be an owner of land. 

Some professional economists seem never to have grasped 
this point. They are fond of objecting that the greater cheap- 
ness of land is really no benefit to the poor man. The lower price 
of land, they say, is no advantage, since it is a consequence of an 
increased tax on the land. Though the poor man buys his land 
more cheaply, in the same degree he pays higher taxes on it after 
he has bought it. The increased taxes amount, it is claimed, to 
full interest on the saving in purchase price. The poor man who 
was to be helped pays in taxes all that he would have had to pay 
in interest on a mortgage. 

But although the above seems to be a common view among 
professors of economics who have accepted it from economists 
of the older generation and who pass it from one to another as a 
sage comment, so that it has come to be a traditional objection in 
the craft, nevertheless it is an objection wholly without point. 
For it overlooks (not to mention possibly less important consid- 
erations)** the very significant fact that the levy of such taxes 
makes possible a corresponding reduction of other taxes. Even 
if the lowering of the salable value of land no more than bal- 
ances the increased tax on the land—and this is not unqualified- 

“For various minor qualifications of this principle, see the writer’s book, 
The Economics of Taxation (New York: Holt, 1924), pp. 221-33. 


* See the author’s book, The Taxation of Unearned Incomes (rev. ed., Co- 
lumbia, Missouri: Lucas Brothers, 1925), pp. 101, 154-56. 
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ly true’*—still the reduction or removal of taxes on the labor 
earnings, on the already accumulated capital, and on the future 
improvements of the prospective purchaser of land is all clear 
gain. 

The truth is that to tax land values rather than improve- 
ments, commodities, etc., would, for all future time, make the 
securing of a competence easier for the ambitious poor. And it 
may be that such a condition would tend, by opening the door of 
hope, to stimulate forethought and to keep down the birth rate. 
The opportunities for the economic rehabilitation of those who 
may suffer reverses, or of their families, would be improved. 
Thus such a reform, though by no means a panacea for all our 
economic ills, is, in certain respects, comparable to the abolition 
of debt slavery and of imprisonment for debt and to the estab- 
lishment of bankruptcy laws. 


VI. SUMMARY 


In this discussion we have been confronted with the problem 
of the relation of land rent to population and the bearing of this 
relation on the justification of the exclusive or, at any rate, the 
special taxation of land values. We noted, at the start, that rent 
is frequently thought of as brought about solely by a lowering 
of the marginal productivity of labor (or labor and capital) and 
as, therefore, accompanied by a reduced per capita output. If 
and when such a condition is the sole cause of rent, it may rea- 
sonably be claimed that to take all of rent in taxation would sub- 
ject low-birth-rate families to as much deprivation from an inad- 
equate land supply as those high-birth-rate families which are 
responsible for this inadequacy. 

But it appeared, on further consideration, that the more in- 
tensive use of land and the use of poorer land, resulting from 
increase of population, may go along with more effective co-op- 
eration and division of labor made possible by such increase, so 
that rent may arise without any lowering of the marginal pro- 
ductivity of labor. It appeared, also, that increased population 
frequently brings out capabilities in favorably situated land, in- 
creasing the productivity of such land absolutely, so making pos- 


* Ibid. 
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sible a rise of rent without lowering the margin of labor and capi- 
tal productiveness. And, further, it appeared that the rise in the 
rent of special pieces of land is often the consequence of govern- 
mental expenditures which bring a special benefit to the owners 
of such land. In all these cases, rent is clearly a social product 
and the taking of it in taxation for social purposes seems intrin- 
sically reasonable. 

Finally, we turned back to the theoretically possible case 
where rent arises solely from a lowering of the margin of pro- 
duction. We saw that, although very heavy taxation of land 
rent or land values might, in such a case, penalize the farsighted, 
yet our present system of taxation also penalizes farsightedness 
and thrift. And we saw that there are definite social gains from 
the taxation of land values that are not securable from our pres- 
ent tax system. For the taxation of land values correspondingly 
relieves the earnings of labor and the capital accumulations of 
the thrifty and it makes land cheap and easy to buy. It there- 
fore opens the door of opportunity and hope to the common man 
who is ambitious and thrifty and anxious to get a start in life 
and acquire a competence. 

The view is held by some economists that, although tariffs of 
long standing may properly be lowered when the public realizes 
their economically injurious consequences, and although other 
changes of tax policy may properly be made, nevertheless it is 
unfair and improper ever to change, no matter how gradually, in 
the direction of taxing land values more and other things less. 
The purchaser of land, it is held, does not buy merely a claim 
to its future rent subject to the vicissitudes of such gradual 
changes in relative taxation as may result from the progress of 
understanding and from changes in public sentiment. On the 
contrary, he buys a claim to a future rent against which the pub- 
lic must never discriminate in taxation by one iota. The present 
writer does not hold this opinion and has presented at length, 
elsewhere (The Taxation of Unearned Incomes, Lucas Broth- 
ers, 1925), his reasons for dissenting from it. 


Harry GUNNISON BROWN 
UNIVERSITY oF Missouri 





THE COLLEGIATE SCHOOL OF BUSINESS AT 
EREHWON 


One of our collegiate schools of business has grasped its 
problem clearly and with independence of thought. An account 
of the developing program of this school—situated, as everyone 
concerned with business education knows, at Erehwon where it 
is a division of one of our large universities—will throw light 
upon many issues connected with collegiate education for busi- 
ness. 


I. PREPARING THE WAY FOR THE CONSTRUCTION OF THE 
CURRICULUM 
When this school of business was established some ten years 
ago, the president of the university instructed the administrative 
head of the school to make a careful survey of the field before 
announcing his program and beginning operations. In the pres- 


ident’s own homely phrase, ‘The school should find out what it 
is to produce and get at least a plan of the factory before it be- 
gins to advertise its wares” —a rather unorthodox point of view 
in American education. 


The first task which this administrative head and his col- 
leagues set themselves was that of getting a clear conception of 
the objective of the school. They finally concluded that their 
primary objective could be stated in either of two ways. In 
terms of subject matter and method, they should devote them- 
selves to the study and presentation of the fundamental proc- 
esses, conditions, and forces of business with quite incidental 
attention to minor techniques. In terms of vocational prepara- 
tion, they should think of preparing men to become (1) respon- 
sible business executives or (2) professional or technical experts 
such as accountants, statisticians, commercial secretaries, and 
members of governmental regulatory bodies.’ Of course, no one 

* Compare Koos, The Junior College, pp. 154-57, on the judgments of twen- 
ty-three deans of colleges of commerce concerning the occupational level of fifty- 
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expected that a graduate of the school would at once occupy a 
responsible executive position; to expect this would be as absurd 
as to expect that a graduate of a law school would immediately 
become a justice of the supreme court. It was quite understood 
that the graduates of the Erehwon school must ordinarily begin 
their business careers in subordinate, not to say routine, posi- 
tions—some persons remaining permanently in this grade of 
work. But the educational facilities of the school were to be 
directed toward giving the students a background of business 
statesmanship and a perspective of social values that would en- 
able the graduates to shorten the period of apprenticeship and 
make executives out of themselves within a reasonable period of 
years after graduation. As will appear later, the curriculum was 
built up in terms of this primary objective. 

The second task attempted by the Erehwon authorities was 
that of determining the place which their institution should oc- 
cupy in the general educational system. This necessitated a 
study of the developing characteristics of the American educa- 
tional system as well as a study of their own resources and 
opportunities. 

As regards the general educational system, there was, of 
course, no difficulty in grasping its general outline of elementary 
education, secondary education, collegiate education, and gradu- 
ate study. There was also no difficulty in picturing the part be- 
ing played by business education. There were private business 
colleges, commercial courses in secondary schools, two-year col- 
legiate courses, four-year collegiate courses, and courses for 
graduate students, to say nothing of corporation schools con- 
ducted by business firms. The framework of the existing system 
was easily visualized. The difficult thing was to determine the 
direction of educational development so that the Erehwon pro- 
gram might be adjusted not merely to the situation as it then 
was, but rather to the situation that seemed likely to come into 
being. 


seven selected occupations in business, The judgments of these deans coincide 
with the opinions of the Erehwon authorities as to the amount of education and 
other preparation required for various pursuits. 
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As their study of this problem proceeded, the Erehwon 
group sensed the fact that a significant change was taking place 
in the organization of American education. Educational research 
and scientific methods in school administration were beginning 
to yield results that promised in the reasonably near future a 
more effective administration of elementary education—a more 
effective utilization of the pupil’s time in acquiring such funda- 
mental tools as reading, writing, and computing technique. In 
addition to this promising outlook in elementary education, there 
seemed reason to believe that the developing junior high school 
movement would in time force a complete reorganization of the 
presentation of secondary education; and that this reorganiza- 
tion would bring about great improvement in the quantity and 
quality of the material upon which the senior high school and 
collegiate curricula could later be built. It seemed probable that 
the century-old movement in American education during which 
subject matter had rather steadily moved from higher to lower 
grades was soon to eventuate in a somewhat logical and com- 
prehensive organization of secondary education—meaning by 
secondary education the period from the beginning of the sev- 
enth grade to the end of the sophomore year in college.” 

It was apparent to these careful observers that the junior 
college movement, as one aspect of this broadly conceived sec- 
ondary education, would grow rapidly, and that its growth would 
affect profoundly the presentation of business subjects at the 
senior college and graduate levels. They saw ahead the time 
when a large proportion of the students in the Junior year at 


*In passing it may be said that the developments of the last decade have 
largely justified the analysis made by the Erehwon authorities. Great progress 
has been made in the organization and presentation of elementary education, and 
the achievements seem to be merely a promise of still greater achievements in 
the future. The junior high school is sweeping the country—with the double re- 
sult of providing a curriculum more fitted to the pupil’s needs and of saving 
almost two years of his time in those school systems which have taken full ad- 
vantage of the opportunities afforded by the reorganization. The senior high 
school curriculum and the junior college curriculum are already showing the 
effects of this new situation in the earlier school work. 
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Erehwon would come to that institution after spending their 
first two years in other collegiate institutions. In this their judg- 
ment was entirely correct. At the present moment there are be- 
tween two hundred and two hundred and fifty junior colleges in 
the United States, most of them being found in the Middle West, 
the Southwest, and California. In addition to these formally 
organized junior colleges, there is almost an equal number of 
small four-year colleges from which students go in considerable 
numbers at the end of the Freshman and Sophomore year to the 
larger institutions—to Erehwon among others. This current 
year two-fifths of the Juniors in the school of business at Ereh- 
won have received their junior college education at other insti- 
tutions. The situation at Erehwon is not unique. Frora one-fifth 
to one-half of the Juniors in other schools of business in the 
same region have received their earlier collegiate education in 
smaller colleges. The bearing of this fact upon curriculum plan- 
ning for a collegiate school of business is so obvious as to require 
no comment. 

The Erehwon authorities, having concluded that great 
changes would soon take place in the quantity and quality of 
instruction in secondary education and particularly that the jun- 
ior college movement: would ultimately affect profoundly the 
composition of their student body, then made a survey of their 
own position and resources. Erehwon was a large, well-equipped 
university with strong offerings in the social sciences and in law, 
and with a tradition of good graduate work. The resources of 
the business school, while not large, were definite and depend- 
able because of a special endowment. Everything considered, it 
seemed wise to start the Erehwon school of business as a five- 
year organization comprising the usual four years of college 
work and one year of graduate specialization. The decision tem- 
porarily to include the Freshman and Sophomore years in the 
school of business was made as a means of enabling the school 
to keep in intimate touch with the developments of secondary 
education and, more particularly, to work on a curriculum for 
these two years in order to influence the curriculum of the sur- 
rounding junior colleges, from which ultimately the majority of 
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the senior college students would come. The school expected to 
drop control of the Freshman and Sophomore years after it had 
thought through its junior college problems and had made its 
contribution in that field. The senior college years were to be 
devoted primarily to fundamental required work in the business 
field. As regards the graduate work, a one-year (or more) cur- 
riculum and a three-year (or more) curriculum were provided. 
The one-year curriculum, leading to the degree of Master of 
Arts, was to be a year of specialization in which the student’s 
training could be pointed toward the work of a business expert 


DIAGRAM OF THE MAIN OUTLINES OF THE EREHWON PLAN 





Co-operation with the Department of Economics 
in work leading to the degree of 
Doctor of Philosophy Graduate Work 





Courses primarily Courses for both Courses primari- 
for commerce students | ly for economics 

commerce students and economics majors 
majors 


Senior College 








Courses designed to round out the student’s secondary 
education and to prepare him for work of Junior College 
university grade 











such as a statistician, or toward the work of a functional busi- 
ness executive such as a market mahager, or toward work in one 
of two large-scale industries in which the Erehwon faculty felt 
competent to give instruction. Underlying this plan were defi- 
nite principles. For reasons that will appear later, Erehwon or- 
ganized its basic undergraduate curriculum in terms of perva- 
sive business functions—marketing, financing, etc. Naturally, 
part of its specialization would be organized along these same 
functional lines. As for specialization in particular industries 
the Erehwon group believed that in every school of business this 
type of specialization should be confined to a small number of 
industries for which a given school had peculiar local advan- 
tages or special resources. The three-year graduate curriculum 
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was Carried on in co-operation with the department of economics 
of the institution. The school of business and the department of 
economics united in conferring the degree of Doctor of Phi- 
losophy, a degree taken mainly by those expecting to teach. The 
requirements for the degree were of such a character that the 
candidate could, in effect, take his major work in one division 
and his minor work in the other. 

Having arrived at hypotheses concerning their appropriate 
niche in the developing educational system and concerning the 
broad outlines of their plan, the Erehwon authorities began 
work upon the details of their curriculum. Again they used 
commendable method. The usual procedure in schools of busi- 
ness, and indeed in most educational institutions, has been to set 
up in vague, general terms a list of desirable objectives. This 
statement is used as “selling talk” and miscellaneous padding in 
the college catalogue, but the high-sounding objectives are sel- 
dom analyzed into workable units in terms of which subject 
matter and courses are definitely arranged. The curriculum 
as announced usually has few connecting links with the stated 
objectives. The Erehwon group avoided this error. They or- 


ganized a curriculum that was pointed definitely and tangibly 
toward the preparation of business executives and business ex- 
perts—the stated objectives.* 


* Charters, Curriculum Construction, p. 26, summarizes his statement of 
proper procedure in curriculum construction for the lower schools thus: “The 
following rules may be laid down for the construction of the curriculum: First, 
determine the ideals and activities which constitute the major objectives; second, 
analyze these and continue the analysis until working units are obtained; third, 
arrange them in order of importance; fourth, raise to positions of high rank in 
these lists those ideals and activities which are of great value for children even 
though low in value for adults; fifth, determine the number of most important 
ideals and activities which can be mastered in the time allotted to school, after 
eliminating those which can be learned outside of school; sixth, collect the best 
practices of the race in teaching these ideals and activities; and seventh, arrange 
the material in proper instructional order, according to the psychological nature 
of children and the texture of the material.” 

Bobbitt, The Curriculum, pp. 42, 44, says similarly “The central theory (of 
curriculum making) is simple. Human life, however varied, consists in the per- 
formance of specific activities. Education that prepares for life is one that pre- 
pares definitely and adequately for these specific activities. However numerous 
and diverse they may be for any social class, they can be discovered. This re- 
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As they puzzled over the organization of the curriculum, 
they quite naturally came to the conclusion that they ought to 
find out precisely what the business executive does. Accordingly, 
through several months of intensive work they gathered evi- 
dence on this matter. They worked through the literature of 
economics and business, searching for clues that would enable 
them to identify and presently to classify the activities of the 
business executive. They worked through the educational pro- 
grams and activities of large business houses which ran training 
schools for their executives, They studied hundreds of organiza- 
tion charts of all types of business, looking always for functions 
or groups of activities that seemed common to many if not to all 
businesses. They secured catalogues of the European and Amer- 
ican universities which offered work in economics and in busi- 
ness administration. They clipped the descriptions of courses 
from these catalogues and mounted them upon cards and then 
sorted and resorted the thousands of cards in an effort to find 
some organizing principles. They made a painstaking analysis 
of the modern social order as a means of understanding the 
framework within which the modern business executive carries 
on his activities. They conducted job analyses* of what promi- 
nent executives did in their daily work and how they had ar- 


quires only that one go out into the world of affairs and discover the particulars 
of which these affairs consist. These will show the abilities, attitudes, habits, ap- 
preciations, and forms of knowledge that men need. These will be the objectives 
of the curriculum. They will be numerous, definite, and particularized. The cur- 
riculum will then be that series of experiences which children and youth must 
have by way of attaining those objectives 

“The curriculum of the schools will aim at those objectives that are not suf- 
ficiently attained as a result of the general undirected experience.” 


“See Strong and Uhrbrock, Job Analysis and the Curriculum, for a state- 
ment of method to be followed in making job analysis and for a description of 
the way in which job analysis was used in constructing a curriculum for execu- 
tives in the commercial printing business. The following statements are adapted 
from pp. 72-84 and 135-36 of this reference. 

A research staff of fourteen men was organized for this purpose. Three of 
the staff were specifically assigned to the printing industry. This research staff 
secured the data and summarized them. 

A special faculty committee of ten instructors, representing various groups 
of the faculty interested in the entire survey, was appointed to evaluate the re- 
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rived at their present positions. They sought on every hand and 
in every way for classifications of executive work. 

And, of course, during this entire period, the Erehwon 
group was assembling and classifying not merely multitudinous 
details concerning the actual activities of business executives 
but also equally multitudinous details concerning the subject 
matter and training which would enable one to carry on these 
activities. 

When they had reached the conclusion of their study, they 
were able to state the organizing principles of their curriculum 
somewhat as follows. 

1. Basic functions in business activity are distinguishable. 
Certain of these functions are permeating or pervasive in all 


sults obtained by the staff and formulate curricula for the training of young 
men for executive positions. The curricula were, furthermore, to be formulated 
in terms of the generally accepted aims of education. 

When this special faculty committee had reached a conclusion, it forwarded 
its findings to those departments of the faculty which were concerned, with the 
request that they report back their recommendations in the matter. Upon the 
basis of these recommendations from departments of the faculty, the special fac- 
ulty committee drew up its final report. 

The faculty organization comprised, then, a research staff, a special com- 
mittee, and the various departments of the faculty. The final report was trans- 
mitted to the Educational Senate. 

The raw data were the job specifications obtained from studying the activi- 
ties of ninety-four printing executives. 

The problem of determining the type of knowledge employed in performing 
different duties was solved empirically. While collecting the data the job analysts 
constantly were asking themselves, “What ought to be taught in order to fit men 
to perform this or that duty?” In writing the curriculum no attempt was made 
to set course names and crystallize material around those names. Instead, the 
material was grouped and regrouped until a satisfactory arrangement was 
evolved, and finally, the courses were named. By this means the course names 
were determined by the contents and not vice versa. 

Neither the research staff nor the special committee considered it their func- 
tion to specify what content should be included in any course of study. That was 
left to the appropriate department to determine. But in many instances topics 
were enumerated that appeared to be essential. All such topics were introduced 
by the phrase, “This involves, among other things.” 

The program contemplated the development of a complete outline of the 
content to be covered in each course, With this before it the committee would be 
in a very much better position to evaluate the various courses. In this way, also, 
gaps in instruction, as well as overlapping, could be guarded against. 

The final printing curriculum was drawn up in terms of the courses of in- 
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kinds of business executive work although the importance of a 
given function varies from industry to industry. The pervasive- 
ness of a given business function (such as accounting, or finance, 
or marketing) is an appropriate touchstone for determining 
whether instruction in that field should be included in the mini- 
mum requirements of the curriculum. Other criteria may well 
be considered, such as local employment needs and opportuni- 
ties; whether the work under consideration is basic to the under- 
standing of some function which is pervasive; or the practical 
availability of a body of subject matter of college grade. But, 
in general, pervasiveness is the best single test as to whether 
there should be required work in a given function. 

2. These functions are highly interdependent. For example, 
the market manager cannot prepare a final sales budget without 
consultation with the personnel manager, the finance manager, 


struction which had developed out of the job analysis and had been drawn up 
finally by the departments concerned to meet the objectives laid down by the 
committee. At the very last, many compromises had to be made. Cost of in- 
struction, for example, had to be taken into account, consequently many courses 
in the printing curriculum had to be modified so that students in more than one 
curriculum could be put in the same classes. Laboratory facilities further com- 
pelled adjustments. In addition to such considerations there were others of a 
more intangible kind. For example, the faculty as a whole were not willing to 
give a bachelor’s degree to students who had not had a year of college mathe- 
matics and physics. Hence such courses had to be added although there is little 
justification for either of them on the basis of job analysis. The most trouble- 
some factor is that a student can be expected to do only so much work each 
semester. In order to provide for proper sequence and other like considerations 
courses had to be fitted in so that the total would not exceed fifty-four hours 
devoted to classroom work, laboratory, and outside preparation. 

A job specification lists all the habits utilized by an individual in connection 
with his work and includes a statement as to what qualifications a man should 
have in order to acquire these habits within a reasonable length of time. Such 
specifications usually do not contain the most important aspect of the job. For 
a job consists of its parts, plus their proper co-ordination; and this co-ordination 
is seldom expressed, and can only inadequately be expressed in terms of the parts. 
On a fairly simple job the co-ordination of the elements plays a relatively small 
part, and consequently the job specification of a workman is quite adequate. But 
when we come to the job specification of an executive, we have quite a different 
matter. Here the co-ordination of elements bulks very large. Consequently in a 
job specification for an executive position, no matter how thoroughly the parts 
are listed, one has only the parts from which the spirit has fled. Herein lies the 
weakness of job analysis as a tool. 
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and the production manager. Because of the interdependence of 
business activities, preparation for the work of the business ex- 
ecutive involves preparation not in one but in all of these basic 
functions. The desirability of general rather than highly special- 
ized preparation is emphasized by the fact that business execu- 
tives (especially the younger executives) frequently shift from 
one industry to another and even from one function to another. 

3. Granted (a) that the curriculum is to be organized on a 
functional basis; (5) that a certain number of functions are 
pervasive; and (c) that these functions are highly interdepend- 
ent, the minimum subject matter requirements for all students 
become clearly indicated. Any specialization which is to occur 
should be in addition to these minimum requirements and not a 
substitute for them. 

4. The minimum requirements for those who expect to be- 
come professional business experts should be the same as for 
those who expect to become responsible business executives. 
Upon the one hand, the expert will need the balanced judgment 
which will follow from the study of this minimum; upon the 
other hand, a very considerable proportion of those who embark 
upon the professional or expert career do so with the full expec- 
tation of eventually becoming responsible executives. 

5. Of existing scientific disciplines, economics is the most 
important to the business executive, but business is not merely 
applied economics. Business is also applied psychology, applied 
physics, applied chemistry, applied earth science, to cite only a 
few of its scientific bases.° 

6. When the education of business executives is broadly 
conceived, a .tagonism between vocational education and liberal 
education disappears. Business is, at the last analysis, a pecu- 
niarily organized scheme of gratifying human wants. Properly 
understood, it falls little short of being as broad, as inclusive, as 
life itself in its motives, aspirations, and social obligations. It 
falls little short of being as broad as all science in its techniques. 


*See McCrea, “The Place of Economics in the Curriculum of a School of 
Business,” in the Journal of Political Economy for April, 1926. 
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Vocational education for the task of the business executive in- 
cludes and must include liberal education. 

The independence of thought used at Erehwon in dealing 
with this last point meant much in the later development of the 
school. Two of the most used “magic words” of that day, as of 
our own, were “liberal” and “cultural.”” There was much oppo- 
sition to the introduction of “bread and butter business courses” 
at Erehwon and much talk of the desirability of having a “lib- 
eral education” precede a “business education.” As if the two 
should be kept in water-tight compartments! Many persons 
thought that the business school should be purely a graduate 
school so that a full four-year “cultural” course might precede 
the “business” course. The Erehwon school of business group 
agreed entirely with the implied ideal which was behind these 
positions. But they realized that the words “cultural” and “lib- 
eral” meant too many possible things—were too vague—to jus- 
tify their use as touchstones of an appropriate curriculum in 
business education, and the analyses of executive activities and 
of educational literature made it clear that a sound type of busi- 
ness education would also be “liberal,” in the best sense of that 
word. They saw that the prestige which existing bodies of 
knowledge had in the academic world should not prevent a col- 
legiate school of business from asking quite simply, “(What are 
the pervasive activities in which the business executive engages, 
and what are the instructional materials and methods which will 
best prepare him for those activities?” By organizing their cur- 
riculum on this simple common-sense basis, the Erehwon faculty 
once and for all freed itself from preconceptions which have 
haunted the typical business school faculty and have prevented 
it from working out a satisfactory philosophy of the business 
curriculum. The typical business faculty uses magic words’ 

°A much-used magic word is “formal discipline,” One of our present-day 
students of curriculum-making comments thus upon the doctrine of formal dis- 
cipline : 

: “The doctrine of formal discipline met with general acceptance at the close 
of the seventeenth and the beginning of the eighteenth centuries. At this time the 


course of study was encountering severe criticism on the ground that the narrow 
humanitarian curriculum which had been enthusiastically introduced a few cen- 
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rather than thought processes when dealing with the curriculum. 
It does not visualize a business curriculum formulated in terms 
of objectives which are themselves contained within the larger 
objectives of education in general. 


II. CONSTRUCTING THE CURRICULUM OF THE JUNIOR COLLEGE 


Once the Erehwon group had worked out their hypotheses 
concerning the development of American education, concerning 
their own place in the educational system, and concerning the 
organizing principles of a business curriculum, there remained 
the task of actually drawing up the curriculum. It should be 
kept in mind that they had studied educational literature and 
had accepted certain objectives of general education; had set 
up objectives for the business curriculum; had surveyed the lit- 
erature of business and economics; had canvassed various train- 
ing systems; had conducted job analyses in order to arrive at a 
reasonable grouping of the activities of the responsible business 
executive; and had assembled multitudinous details concerning 
the subject matter and training which would make for compe- 


tent handling of these activities. All these data had been ana- 
lyzed and criticized by instructors of existing bodies of subject 
matter. The final outcome had been a fairly long “list of subject 
matter’’ (with outlines of contents) which must next be exam- 
ined with the idea of deciding what ought to be included in the 


turies before as a result of the influence of the Renaissance did not adequately 
prepare for life. It was at this time that Locke, the philosopher and psychologist, 
crystallized the idea, germs of which are found scattered throughout the writings 
of the great educators before his day, that mental training could be transferred 
wholesale from one subject to another. It was asserted, for instance, that mem- 
ory is a faculty which, when trained by the study of one subject, such as Latin, 
will functicn adequately in the remembering of names and faces; and that rea- 
soning when developed in mathematics will work equally well in trade. 

“This principle of the transfer of training has occupied an unenviable posi- 
tion in modern education. It has added no subject to the course of study. It has 
probably added no new methods of instruction, because the age at whose close it 
was elaborated is notable in education for its technique in obtaining thorough- 
ness of instruction. The principle has been merely the bulwark of conservatism, 
the last argument—after others have failed—upon which to base the retention of 
subjects in the course of study or to oppose changes within the subject. 

“At the beginning of the twentieth century the first serious attack upon the 
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minimum required of all students. In a series of meetings the 
curriculum committee studied this list with the following ques- 
tions continually in mind. 

1. In view of all the elements of the problem what parts of 
this subject matter deal with such pervasive functions as to jus- 
tify inclusion in the minimum required of all students? It will 
be noticed that the question was stated in terms of subject mat- 
ter and not in terms of formal courses. For example, a belief 
that subject matter on personnel administration should be in- 
cluded carried no implication whatever whether this subject 
matter should be given in a separate course. 

2. In view of all the elements of the problem, what is the 
level at which approved subject matter should be given? What 
part of the material is appropriate for secondary education? 
What part is appropriate for the senior college level? They de- 
cided to use the symbol I to indicate their belief that a given 
body of material might appropriately be offered at the junior 
high school level (seventh, eighth, and ninth grades); the sym- 
bol II when the appropriate level was that of the senior high 


school and the junior college; and the symbol III when the ap- 
propriate level was that of the senior college. They recognized, 
of course, that education is a continuous process and that these 


claimi of wholesale transfer was made by Thorndike, and his criticism has since 
been elaborated by many investigators. Since that time the educational world 
has been superficially divided into three classes. Naturally there are those who 
view any attack upon the transfer of training with suspicion and in some cases 
with alarm. There is a second group, of very large proportions, that maintains 
essentially that there is no transfer. And there is a third group, the most con- 
structive and powerful of the three, which is endeavoring to find just how much 
can be salvaged from the remains of this once magnificent structure, and be put 
to use. Thorndike says that there is transfer where there is identity of substance 
and procedure; Bagley claims that ideals may be transferred, and Ruediger adds 
that this is particularly true if the ideals are made conscious; Colvin shows that 
many general habits can be transferred, when habits which are called general are 
really specific habits of general application’ Judd holds that generalizations may 
be transferred; and other writers have made other additions. 

“But whatever may finally be saved from the wreck—and at present the 
process of salvaging occupies the attention of those engaged in studying the sub- 
ject—there is no doubt that wholesale transfer as the sole principle of selection 
of subject matter is permanently discarded.”—CHarters, Curriculum Construc- 
tion, pp. 23, 24. 
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temporal divisions were arbitrary ones made merely to facilitate 
the administrative tasks involved in shaping a curriculum which 
would harmonize with the general organization of the educa- 
tional system. They did not assume that every student’s educa- 
tion should be sharply divided into these periods. They used the 
periods merely as a means of clarifying their own thinking con- 
cerning appropriate materials at the various levels of the educa- 
tional system. 

3. In view of all the elements of the problem, what amount 
of formal instructional time should be given to approved subject 
matter? They decided to use A to indicate the desirability of 
using a great deal of time; B to indicate more than average time 
but not as much as A; C an average amount of time; D some- 
what less than average time; and E£ to indicate that while the 
subject matter was worth requiring it deserved relatively little 
time. 

It is obviously impracticable to follow in detail the delibera- 
tions of this curriculum committee. Relatively early in their 
work they reached tentative agreement upon the following list 
of subject matter with the indicated grade levels and time allow- 
ances, the time index referring only to time spent on the subject 
in college. Modifications were made in later discussion and the 
curriculum was ultimately drawn in terms of formal courses, 
but this list is interesting as showing a middle stage of curricu- 
lum construction. 

Since the Erehwon authorities placed the junior college years 
in the business school as a means of keeping in touch with sec- 
ondary education, it is especially interesting to notice the re- 
quirements that were finally set up in the secondary period. It 
will be remembered that the period of secondary education was 
thought of as extending from the seventh grade to the end of the 
Sophomore year in college. Here the outstanding problem (from 
the point of view of the business curriculum) was that of mak- 
ing certain that the student’s preparation met the objectives of 
general education and also included any material which would 
be basic for the later studies in business. It is impossible to give 
in detail all the reasoning that influenced the decisions of the 
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Erehwon group with respect to the subjects that should be re- 
quired in secondary education. Some of the records have been 


A FIRST LIST OF REQUIRED SUBJECT MATTER 


(The Roman numerals indicate the appropriate level in the educational 
system for the given subject matter. The capital letters serve as a time 
index of the amount of time which may appropriately be spent on the given 
subject in college.) 

Subjects Level Index Time Index 

English . i ae wie ge > Ne 
Foreign Language y= ni ea tp ah Shae 
Mathematics . ; ‘ ‘ ‘ - ae 
Earth Science ; : . oe 
Physics, Chemistry, wid Biology aes II 
Psychology . . . Pg diy II 
History. . iS i) a, St a 
ee... «. we «> wt ce > @) ee 
Law a ee ee eee a II, III 
Other Social Control Material . .. II, III 
Economic Organization and Economic — II, Ill 
Financial Organization ; ‘ II 
Manager’s Administration of Fin inance . Ill 
The Worker in Modern Society. ... II 
Personnel Administration . ra III 
The Modern Producing System Lae II 
The Administration of Production .. III 
Risks and Uncertainties aa Business 

Cycles ats II 
Risk Administration (ncuding insurance 

and forecasting) ‘ ae III 
The Market in Modern Sechety . caret II 
Market Administration i eae hie we III 
Public Finance... an gy, Oe II, III 
International Relationships eae II, III 
po ee ee ee ee Til 
RS 6. 50a atl) cee ees II 
Statistics ob bis te ie St II, III 


S adSndBSiasanrawaanawoabtsna 


AwWAATDTAWSA 


lost and some of the men who engaged in the discussions are no 
longer accessible. It must suffice to give a few examples of the 
method followed by the group.’ 


"Being practical men they confined their requirements to subject matter 
already given or readily added to high-school and junior college work. The 
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The first example is taken from the field of the sciences. As 
a result of their analysis of the work of the business executive in 
modern industrial society, the group decided that every student 
who entered the work of the Junior year of the business school 
should have had both physics and chemistry either in high 
school or in junior college. The reasoning behind this conclusion 
ran somewhat as follows: Modern industrial society is a highly 
technological society and modern business is full of technologi- 
cal problems. The analysis of the work of executives showed 
that technological considerations appear quite openly in many 
problems and that they are often actually present in other prob- 
lems although not visible. In other words, even when technologi- 
cal considerations are not occupying the forefront of the execu- 
tive’s thinking, they are frequently present as background con- 
siderations and sound executive judgments will be reached only 
when adequate preparation has been had in the basic sciences. 
This constitutes a strong case for required work in the physical 
sciences. 

The second example is taken from the field of mathematics. 
From their analysis of executive work, the Erehwon group found 
that measuring, computing, and recording aids of business ad- 
ministration are an essential part of the equipment of every 
executive who deals with modern large-scale, impersonal indus- 
try. This fact obviously called for preparation in ordinary arith- 
metic—and something beyond. After making an analysis of the 
mathematics used in typical business operations, it was decided 
that this “something beyond” could be covered by the equiva- 
lent of two units of high-school mathematics if the work were 
well presented. It was also found by another objective analysis 
that when two units of high-school mathematics are well mas- 
tered they give the necessary mathematical background for the 
required work in accounting and statistics. All this led to the 
final decision that every student who entered the Junior class of 
the school of business should have had in high school or college 


amount of strictly “pre-business” work required at this level of instruction was 
kept within the quantity recognized by leaders in secondary education as being 
properly allowable by way of preparation for specific vocations. 
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a minimum of two units of mathematics, a general course in 
statistics, and a survey course in accounting. When the Erehwon 
curriculum was organized ten years ago this requirement in 
statistics and accounting was a bit in advance of the times. Uni- 
versity authorities had not yet learned to see in these fields ma- 
terial basic to general education. But it seemed to the Erehwon 
group that their standard should look toward best practices and 
not merely toward existing mediocre practices. 

The two foregoing illustrations serve to indicate the proce- 
dure followed in determining the other requirements in the field 
of secondary or general education. Stated briefly these second- 
ary requirements were as follows: 


FOUNDATION OF THE EREHWON BUSINESS COURSE 





Material covered in secondary education 
extending from the seventh grade 
through the Sophomore year in 
college and covering requirements in 
mathematics, physics, chemistry, biological sci- 
ence, earth science, psychology, English, foreign 
languages, history, government, the economic 
order, economic history, accounting, statistics. 











It is perhaps worth repeating that these requirements satisfied a 
double test: they met the accepted objectives of general educa- 
tion; they also met the objectives of the business school of Ereh- 
won in that they either dealt with pervasive business functions 
or were basic to the understanding of materials of instruction in 
these functional fields. 

The Erehwon authorities do not administer these require- 
ments in a spirit of narrow routine. The exceptional student is 
given considerable freedom, being merely held responsible for 
resulis in advanced courses. The average student can secure 
modifications in the requirements if he can prove that these 
modifications are in the interest of broader and better education. 
Then, too, the tests of the fulfilment of requirements are pointed 
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in the right direction. It is true that in most cases the authorities 
were compelled to state the requirements in terms of high-school 
units or in terms of (equivalent) college courses. But they did 
so under protest and with a definite statement that as soon as 
the development of educational technique made it possible they 
would abandon requirements stated in terms of years or courses 
and adopt requirements stated in terms of attainments. In the 
case of modern (foreign) language and of English they set up at 
the outset requirements stated in terms of attainments. The re- 
quirement in modern language is a reading knowledge of simple 
prose in some one foreign language. The requirement in English 
is the ability to use the mother-tongue in accordance with certain 
objective standards. The requirements in other fields had to be 
stated for the time being in terms of courses. 

When Erehwon established this secondary curriculum ten 
years ago, it set a standard which was beyond the typical attain- 
ments of the high schools and junior colleges of that time. Many 
persons believed it could not be enforced. And indeed there was, 
at first, some difficulty in enforcing it. For several years, stu- 
dents were working well into their Junior year before the general 
or secondary requirements were covered. Gradually, however, 
it became clear that Erehwon had really thought its problem 
through, and that it would insist upon a minimum body of busi- 
ness subject matter over and above these secondary require- 
ments. As soon as this became clear, the difficulties practically 
disappeared. Business students prepared to meet the require- 
ments just as medical students had long been accustomed to 
meet corresponding requirements in medical education. At the 
present time, more than 95 per cent of the Erehwon students 
have met all their secondary requirements by the end of the 
Sophomore year and are ready to proceed with their senior col- 
lege work. 

Thus far our discussion of the Erehwon requirements in gen- 
eral education has ranged throughout the entire secondary field 
with only slight attention to the details of particular subjects. 
But such an interesting experiment in the presentation of eco- 
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nomics is now in progress at Erehwon that it deserves detailed 
treatment. 

When the Erehwon curriculum was organized (ten years 
ago, it will be remembered) relatively little instructional ma- 
terial in economics was available for use at the junior and sen- 
ior high school levels. At the junior college level there were a 
few courses in economic history and economic geography; a 
considerable number of offerings in accounting; and the widely 
used course in the principles of economics. Erehwon was not 
content with this situation. Because she had become convinced 
of the wisdom of a functional organization of the curriculum in 
which there would be required work in all the pervasive func- 
tions; because nearly all of these business functions have their 
counterparts in the social-economic organization of today (for 
example, the manager’s administration of finance has its coun- 
terpart in the financial organization of society); and because 
the manager’s relationship to society is as pervasive a group of 
activities as any function of internal management could possibly 
be, Erehwon developed a range of courses dealing with the vari- 
ous aspects of our economic organization. These courses, such 
as market structures and functions, financial organization of 
society, risk and risk-bearing, the worker in modern society, and 
social control of business activity, were given mainly at the jun- 
ior coll»ge level where they supplanted, in large part, the ortho- 
dox course in the principles of economics. They constituted an 
introduction from the social point of view to the senior college 
courses dealing with the basic business functions. 

This organization of material is now being modified, not be- 
cause it was a failure—it was a distinct success—but because 
conditions seem to justify taking the next step. For one thing, 
in the last decade there has been a great increase in the amount 
of factual economic material available for use in the high 
schools and there will certainly be a still greater increase in the 
future. This seems to justify looking forward to a somewhat 
more mature and generalized presentation of our economic or- 
ganization at the junior college level. For another thing, the ma- 
terials of instruction which Erehwon has developed in the vari- 
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ous subdivisions of this field can now rather readily be arranged 
so as to give in a single course a more organic presentation of 
economic organization than was possible in the half-dozen some- 
what specialized courses. 

Moved by these considerations, the Erehwon school of busi- 
ness has reorganized the junior college offerings in economics. 
In order to give the Freshmen a comprehensive view of our 
economic organization the school has organized a course on “the 
economic order” which runs five hours a week throughout the 
year. In this course appears (but no longer in pigeon holes) 
much of the social material which was formerly in such courses 
as market structures and functions, financial organization of so- 
ciety, risk and risk-bearing, the worker in modern society, and 
social control of business. In order to enable the Sophomores to 
become grounded in certain types of method it has placed in 
the Sophomore year survey courses in statistics, accounting, and 
economic history. As will appear later, the senior college work 
is definitely built upon these two foundation stones of (1) point- 
of-view understanding of the economic order and (2) method. 


THE FOUNDATION OF EREHWON’S WORK IN ECONOMICS 





Sophomore year | Statistics Accounting | Economic History | Method 
| 





A comprehensive course on Point of 


Freshman year The Economic Order View 











III. CONSTRUCTING THE CURRICULUM OF THE SENIOR COLLEGE 


As we think back over the junior college curriculum it is 
clear that the Erehwon faculty thought of their own junior col- 
lege as a transitional period in which deficiencies in high-school 
preparation were to be remedied and the student prepared in 
point of view and in method for work of university grade. The 
accomplishment of this task was planned with three issues ever 
in mind: first, are the objectives of general education being met 
in this secondary curriculum; second, is the objective of collegi- 
ate education for business being attained, as far as it may be 
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attained at the junior college level; third, is the way being 
cleared for the senior college treatment of the pervasive func- 
tions of the business executive. 

Turning now to the senior college curriculum, we find that 
Erehwon used precisely the same method in organizing that cur- 
riculum which it used in organizing the junior college curricu- 
lum. Of course it was clear that in the senior college the empha- 
sis must be upon the objective of business education rather than 
upon the objectives of general education. In formulating a cur- 
riculum in terms of the objective of business education the is- 
sues always before the faculty were: What are the pervasive 
types of activities in business administration? What subject 
matter and methodology are best suited to preparation for these 
activities? How can this subject matter and methodology be 
most effectively handled in the formal courses offered? After 
working upon this last question they decided that it would be 
expedient to think of the business executive’s activities as fall- 
ing into two groups: first, those connected with the administra- 
tion of the internal affairs of his business and, second, those con- 
nected with his relationships to organized society. They did 
not suppose, of course, that there was in practice any real divid- 
ing line between these two groups of activities. The grouping 
was primarily one of administrative convenience. 

In terms of this classification of business activities, the time 
of an upper group student in the senior college is apportioned 
into three approximately equal parts. (As will appear later, stu- 
dents are divided into two groups; an upper or more competent 
group, and a lower or less competent group.) Approximately 
one-third of his time is devoted to those pervasive groups of 
activities connected with the administration of the internal af- 
fairs of business. Specifically, this means that formal courses 
are offered in the following fields: The manager’s administra- 
tion of finance; the manager’s administration of labor; the 
manager’s administration of risk and risk-bearing; the mana- 
ger’s administration of the market; the manager’s administra- 
tion of production; managerial accounting. It is at once appar- 
ent from the names used in this list of courses that Erehwon 
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built its curriculum on the basis of a functional analysis of busi- 
ness activities.* 

Although the names of these courses indicate fairly well the 
nature of the subject matter presented in them, the contents of 
three are sketched as illustrating the Erehwon point of view 
concerning these senior college administrative courses. 

The course in the manager’s administration of finance deals 
with such problems as those of long- and short-time financing, 
credit analysis, distribution of income, taxation, and the control 
of financial operations.’ The center of the work is thus definitely 
the problems of the financial manager; but inevitably such prob- 
lems lead out into the financial organization of society, and out 
into the material usually covered in courses on money and bank- 
ing. Indeed, the course is so organized as to force excursions out 
into these realms. The upper-group student is expected to work 
out this background material from his earlier course in the eco- 
nomic order; from wide reading in the economic aspects of 
financial operations; and from his classroom discussion of the 
manager’s administration of finance. 

The course in the manager’s administration of risk and risk- 
bearing builds upon the material presented in the course on the 
economic order dealing with the speculative aspects of our so- , 
ciety and with the institutions and devices that have emerged 
to meet the needs of a speculative society. On this foundation 
the senior college course develops material connected with the 
speculative contract and the speculative exchanges, with the es- 
sential features of the various types of insurance, with business 
forecasting and research, and with other risk-bearing activities 
of the manager. In this course, as in the finance course and in all 

* Erehwon is now engaged in developing a course on the technology of com- 
merce, thus following to some considerable extent the example of many of the 
European collegiate schools of business. Prerequisite for admission to this course 
on the technology of commerce are physics, chemistry, and geography. The pres- 
entation of the course is to be made by a man who took his Doctor’s degree in 
chemistry, was broadly trained in economics, geography, and marketing, and has 
had several years experience in foreign trade, 

* The partnership and the corporation as forms of the business unit are 


dealt with in the earlier course on the economic order and in the course in busi- 
ness law. 
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other senior college courses taken by the upper group students, 
the class discussion of the business man’s administrative activi- 
ties is conducted on the assumption of a considerable range of 
outside reading in material ordinarily regarded as economics. 

The managerial accounting course, as its name is intended 
to signify, views the recording and reporting activities of the 
business through the eyes of the manager. The course is thus 
not designed primarily for the professional accountant, but the 
experience of the Erehwon faculty has led them to regard the 
course in managerial accounting as a most valuable course for 
the man preparing for public accountancy. 

To repeat, approximately one-third of the upper-group stu- 
dent’s time is given to the study of the administration of the 
internal affairs of business. The courses are mature and rapid 
in character. They contain descriptive reading, problems, eco- 
nomic analyses, and case material dealing both with internal 
management and with the aspects of the modern economic or- 
ganization bearing upon the point at issue. 

Approximately another third of the student’s time is given 
to the study of the relationships of the business executive to or- 
ganized society. This calls for such courses as: social control of 
industrial activity; types of economic organization; business 
law; international economic relationships; principles of eco- 
nomics (mature treatment). The guiding principle which led to 
the requirement of these courses was precisely the same princi- 
ple that caused the requirement of the functional courses deal- 
ing with the internal affairs of business. The manager’s rela- 
tionship to organized society is as truly a fundamental and per- 
vasive matter as is his handling of internal management. The 
instructional materials were selected and the courses were or- 
ganized with the thought of making the future business execu- 
tive more fully aware of the place of business in the modern 
economic order and more fully aware of his responsibilities as 
a guiding force in the vast co-operation of specialists that we 
call modern economic society. Of course, this point of view was 
also present in much of the material presented in secondary edu- 
cation. The Erehwon authorities, however, believe that profes- 
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sional education for business (as opposed to mere technical 
training for business) justifies professional courses (and not 
merely general education courses) dealing with the relation- 
ships of the manager to organized society. Accordingly, this 
group of professional courses was developed in order to prepare 
the business executive to reach decisions in the field of social 
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relationships, and to reach these decisions in a spirit of business 
statesmanship. 

As for the remaining third of the student’s time—bearing in 
mind that we are still talking of the competent student—Ere- 
hwon is at this time engaged in a most interesting experiment. 
The competent students may choose between two courses of ac- 
tion, and as a matter of descriptive fact they are divided about 
equally between those two opportunities. One group is engaged 
throughout its entire Junior and Senior years in investigation 
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and writing in connection with some industry. This is done un- 
der the supervision of expert investigators who give their entire 
time to this type of instruction and who co-operate with the oth- 
er instructors who are at the same time guiding the students 
through courses on the internal affairs of business and through 
courses on the relationships of the manager to organized society. 

How the plan works may be shown best by an illustrative 
case. At the opening of his Junior year the competent student 
typically registers for the course in managerial accounting, the 
course in social control of industrial activity, and the course in 
industrial investigation. In this last course he is to examine 
some particular industry, the pottery industry for example. 
Usually he has chosen this industry during the period of his gen- 
eral education, has been reading about it, and has spent one or 
more summers working in it. In connection with his work in ac- 
counting, he assembles material on the administrative organiza- 
tion ordinarily used in pottery industries, the systems of rec- 
ords and reports, and the schemes of organization for account- 
ing control. In connection with his work in the social control of 
industrial activity, he works out details of the applications of 
social control to his own particular industry. In other words, his 
investigations in his chosen industry parallel and give specific 
content to his work in the other courses. His three instructors 
are in effect a committee for guiding his investigation, the in- 
structor of the course in industrial investigation being a sort of 
chairman of the committee. 

The same procedure is followed as the student enters his 
later courses. While the general discussion of the manager’s ad- 
ministration of finance proceeds, the student is working up the 
financial problems and the administration of finance in the pot- 
tery industry. A corresponding statement may be made of the 
courses in labor, risk-bearing, marketing, production, business 
law, and international relationships. The investigation of the 
industry proceeds with many field trips being made to plants; 
with careful attention being given to current literature and cur- 
rent meetings of executives in the industry; and with the sum- 
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mer vacation between the Junior and Senior years always spent 
in the industry. 

Stated briefly, this work in industries accomplishes the fol- 
lowing results. It gives the student definite, specific content for 
the material presented in somewhat generalized terms in his 
other courses. It serves as an organizing and unifying agency 
for substantially all of the material presented in the other 
courses. It is, in a sense, one gigantic business case that is car- 
ried through the entire two years of professional undergraduate 
study. It furnishes an excellent drill in preparation for the final 
comprehensive examination which Erehwon requires of all its 
graduating Seniors. It automatically provides the Senior thesis 
which is required of every student, as well as a means of check- 
ing carefully upon the student’s ability to use the mother- 
tongue. There are gains, too, from the point of view of the 
school. This type of investigation results in building up the li- 
brary. A service for making clippings and for assembling other 
types of fugitive material is maintained, and through several 
years of such work considerable quantities of data have been as- 
sembled that have proved quite valuable in the instructional and 
investigating work of the staff. Great numbers of business cases 
dealing with finance, labor, risk-bearing, marketing, and other 
business activities have been assembled, and such a large quan- 
tity of data has been assembled with respect to the operating 
expenses of industries that the institution is now launching in- 
quiries into the general principles underlying (1) the size of 
maximum efficiency of the business units, (2) plant location, 
and (3) social control of the integration of industry. 

So much for the group of competent students who spend ap- 
proximately one-third of their time in the study of particular in- 
dustries. Another group of students prefers not to work upon a 
general thesis of this type but to specialize in some particular 
business function. Those who wish to become public account- 
ants specialize in the accounting courses and write their Senior 
thesis in that field. Those who expect to engage in personnel ad- 
ministration do a corresponding thing in that field. Since one 
possible field of specialization is that of the social control of in- 
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dustrial activity, the student who wishes to do so may take as an 
undergraduate a considerable amount of advanced work in eco- 
nomics and the other social sciences. These are, of course, mere- 
ly three examples of a policy that can be followed in various 
fields. This specializing group of students is apparently quite 
content with the type of training it is receiving, but it is interest- 
ing to know that its members do not do as well in the general 
final examination as do the members of the “industries group.” 
The faculty expresses a strong preference for the postponement 
of this functional type of specialization to a year of graduate 
study. One reason for the postponement of specialization is the 
fact that men who have specialized in a particular function fre- 
quently decide later to transfer to some other function. 

There is much discussion at Erehwon concerning the desira- 
bility of introducing the so-called co-operative plan in the senior 
college work. The suggestion is that the competent students be 
allowed to choose between the curriculum as outlined in the 
foregoing statement and an alternative curriculum organized on 
the co-operative basis. The students who choose the co-opera- 
tive course would presumably spend four weeks out in business 
and then four weeks in the sckool, their business activities being 
correlated as well as might be with their collegiate studies. If 
this experiment is tried, it seems probable that the students 
working under the co-operative plan will cover the entire mate- 
rial dealing with the internal administration of business and also 
the entire material dealing with the manager’s relationship to 
organized society. Their co-operative work and the writing and 
reporting in connection with it will, speaking in quantitative 
terms, be a substitute for the other third of the curriculum as 
covered by the regular student. The plan of “four weeks in and 
four weeks out” will be operated throughout practically the en- 
tire twelve months, and the co-operative student will take more 
than two years to cover the senior college requirements. The 
Erehwon authorities hesitate to undertake the experiment be- 
cause they question whether the admitted educational gains of 
the co-operative plan are not already being secured through the 
investigations in industries and the accompanying field work. 
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As was indicated earlier, the competent student’s time is di- 
vided into three approximately equal parts as far as the formal 
requirements of the curriculum are concerned. In addition to 
these formal requirements the competent students are permitted 
and encouraged to take regular courses or auditor’s courses (as 
they may choose) in any field of interest in the offerings of the 
entire university. Then, too, the school of business maintains 
series of lectures on art, literature, and music that are very 
largely attended. 

This brief description of the curriculum of the competent 
student does not sufficiently emphasize three ideas which are 
prominent in the thinking of the Erehwon faculty. One idea is 
that of “comprehensive” education. They regard comprehen- 
sive training as a sound educational policy which is particularly 
significant in business education. Business activities are so in- 
terdependent that adequate training in any one field of business 
can come about only through contact with all the other per- 
vasive activities. For example, a market manager must be intel- 
ligent with respect to production problems, personnel problems, 
risk-bearing problems, accounting probieras, and business states- 
manship. The Erehwon faith in comprehensive education ex- 
plains why they have reorganized the presentation of junior col- 
lege economics so as to secure an organic course in the economic 
order and three fundamental courses in method; why they have 
required work in every one of the pervasive functional fields of 
business; why they have employed the comprehensive final ex- 
amination and the comprehensive Senior thesis; and why they 
have encouraged the work in the industry studies as a means of 
knitting together the entire thinking of the student. 

So also the word “cumulative” is in the forefront of the fac- 
ulty’s thinking. In some real sense the Erehwon curriculum is a 
revolt against the additive scheme of curriculum-making ac- 
cording to which one course is merely added to another, no cu- 
mulative effect being secured. In the field of secondary educa- 
tion, the Erehwon authorities require the student to secure a 
foundation in the various existing scientific disciplines that have 
been demonstrated to be essential to the formation of sound 
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judgments in the field of business management. In this same 
field of secondary education their presentation of economics em- 
phasizes (a) securing a comprehensive understanding of the ec- 
onomic order, and () securing a grasp of method. Then their 
advanced courses are built upon this foundation. Attached to 
the administrative staff is an assistant dean whose major func- 
tion is that of making sure that the advanced courses really pre- 
suppose and use this background material. By way of illustra- 
tion, he makes certain that the industry studies force the student 
to use his accounting, statistics, English, science, administrative 
courses, and social relationship courses. Making allowance for 
modifying conditions, the same remark may be made of all of 
the courses offered at senior college level. They all use the foun- 
dational material. 

So also “creative” work is emphasized. The full truth of this 
statement appears only after the organization of the graduate 
curriculum is examined, but a strong hint of the Erehwon belief 
in critical and creative work on the part of the students is con- 
tained in the foregoing description of the work in the investiga- 
tion of industries. 

For the upper-group student the height of academic ambi- 
tion is graduation with honors. In some real sense the entire 
curriculum has been pointed toward this goal.*® A sound foun- 
dation in secondary education is followed by comprehensive 
courses giving point of view and method. These are followed 
by other comprehensive courses dealing with all the pervasive 
functions of business. These are knitted together by two mature 
courses in the principles of economics and business policy and, 
in the case of some students, by the industry investigations. The 
Senior thesis must sweep through a considerable range of think- 
ing rather than confine itself to some narrow technical point. 
The final comprehensive examination reaches down through the 
entire collegiate curriculum and even into the work of the high 
school, if occasion requires. Graduation with honors from such 

* Certainly the curriculum has been drawn in terms of providing for com- 


prehensive, cumulative, creative work by the able student rather than in terms of 
the usual American practice of adjusting the pace to the mediocre student. 
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a curriculum is a distinctive performance, not a piece of dull 
routine. 

The discussion of the senior college curriculum has been in 
terms of work taken by the competent student. The case of the 
lower-group student may be treated quite briefly. He follows a 
somewhat different curriculum which is operated under a some- 
what different method of instruction. He does not specialize in 
his undergraduate course. He is not eligible for work in the in- 
dustry studies except under rare circumstances, the main excep- 
tion being that of a student who has almost “made” the upper 
group and has had unusual contacts and experiences in connec- 
tion with the industry which he wishes to study. The time of the 
lower group student is about equally divided between courses 
dealing with the internal administration of business and courses 
dealing with the relationships of the manager to organized so- 
ciety. This plan works out rather readily. In some of the fields 
the material covered by upper-group students in a single course 
is extended over a longer period of time for lower-group stu- 
dents. Then too, the lower-group students typically need fur- 
ther strengthening in material ordinarily completed by the com- 
petent students in secondary education. 

The segregation of the students into the upper group and the 
(much larger) lower group is carried out by a division of the 
general administrative staff of the school, called the division of 
educational measurement and educational counseling. This di- 
vision conducts a continuous audit of the educational work of 
the school. It examines the entire organization of the curricu- 
lum, challenging objectives, and measuring the effectiveness 
with which accepted objectives are realized. It studies continu- 
ously the various courses offered, measuring the adequacy of 
the instruction, and examining the interrelationships of the 
courses. It maintains a reporting service on educational experi- 
ments and educational literature of the day, making available 
its findings in bi-weekly mimeographed bulletins to members of 
the staff. It studies vocational opportunities and operates a 
placement bureau for the graduates of the school. It serves as 
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the personnel bureau of the school in all types of educational 
measurement and educational counseling. 

As a part of its personnel work the division segregates the 
students into the upper and lower groups. The initial segrega- 
tion takes place early in the autumn of the Freshman year and is 
made on the basis of a great deal of information concerning each 
student. This information is gleaned from intelligence tests, 
reading-comprehension tests, opinions of friends and teachers, 
high-school records, interviews with students, and tentative 
judgments of college instructors. Once the segregation has been 
made, there is nothing fixed about the dividing line between the 
two groups. Indeed, one of the duties of the division of educa- 
tional measurement is that of transferring students from one 
group to another whenever conditions warrant a transfer. The 
two groups of students are taught in different sections through- 
out their junior college work and, as indicated earlier, they fol- 
low somewhat different curricula in the senior college work. The 
Erehwon authorities believe that segregation is a sound educa- 
tional device only provided it is used as a basis of differentiating 
instruction and curricula according to different classes of needs. 
These differences in methods of instruction and curriculum for 
the two groups of Erehwon students are not fixed differences; 
they are as much a matter of continuous study and modification 
by the division of educational measurement as are any other of 
the activities of the school. 


IV. CONSTRUCTING THE CURRICULUM: GRADUATE WORK 


As has been seen, the graduate work of the school of busi- 
ness at Erehwon falls into two divisions. The first division is a 
year (or more) of specialization for students who, having fol- 
lowed the “general business course” in their undergraduate ca- 
reers, take a year of specialization before entering particular 
vocations. This year of specialization may be devoted to ad- 
vanced work in any one of the various functional fields, such as 
market administration, production administration, personnel 
administration, or financial administration; or it may be de- 
voted to intensive preparation for some branch of professional 
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work in business such as the work of accountants and statisti- 
cians; or it may be devoted to advanced study in one of the 
industries in which the Erehwon staff feels capable of giving 
instruction. No matter what type of specialization the student 
follows, his work is mature in character, definitely assuming the 
Erehwon undergraduate work. For example, the graduate stu- 
dent who specializes in personnel administration approaches his 
work with a background of courses dealing with the internal 
management of business and with the relationships of the man- 
ager to society. He has had work in psychology and at least one 
general survey course in personnel administration. As a gradu- 
ate student more than half of his time (in some cases his entire 
time) is devoted to field work and to research. It follows that 
the year of graduate specialization is a year of actual graduate 
work and not a year of “added courses” for graduate students, 
irrespective of what these students may have covered in their 
undergraduate work. Graduate students coming to Erehwon 
from other institutions are not admitted to these classes until 
they have secured a preparation which will enable them to profit 
from the mature specialization which Erehwon offers. 

The second division of graduate work is taken by students 
who become candidates for the degree of Doctor of Philosophy. 
Most of the members of this group expect to teach economics or 
business subjects in colleges and universities; a few are prepar- 
ing for business pursuits. 

The Erehwon authorities believe that only those students 
should participate in this type of graduate work who have re- 
ceived a preparation enabling them from the outset to do criti- 
cal, creative work. Accordingly only a few courses of the de- 
scriptive, survey type are offered. In every field the student is 
quickly introduced to critical, creative work. Much the greater 
part of his time is devoted to investigation and research—usu- 
ally a type of research that involves direct contact with industry 
and with specific problems. This, obviously enough, is graduate 
work and not a mere assortment of courses for graduate stu- 
dents. 

Breadth of training is emphasized as much as depth of 
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training. The Erehwon authorities see this new educational field 
as one which impinges upon severai of the established scientific 
disciplines and which accordingly demands effective contact 
with several disciplines. By way of specific illustration, the 
Erehwon faculty believes that one who wishes to prepare for 
teaching in the marketing field should have mature contact with 
such disciplines as (a) business law, with particular reference 
to market operations and trade regulation; (b) accounting and 
statistics, with particular reference to cost accounting, systems 
of control, and methods of forecasting and budgeting; (c) psy- 
chology, with particular reference to the psychology of adver- 
tising and the consumer; (d) economics, with particular refer- 
ence to value theory, the theory of foreign trade, the co-ordina- 
tion of specialists, and the social control of business activity; 
(e) the technology of commerce, including its international im- 
plications; (f) the earth sciences, with particular reference to 
regional geography. A corresponding range of contacts would 
be suggested for the prospective teacher in any other functional 
field, such as personnel or finance. Unless the undergraduate 
work has been planned with great care it is impossible to com- 
plete the requirements of this type of graduate work in three 
years. Usually four years are necessary. 

It is at once apparent that the school of business, acting 
alone, could hardly be expected to give training of this breadth. 
Even with a budget large enough to enable it to offer instruction 
in many fields the school is wise enough to ask the existing 
scientific disciplines to assume responsibility for the instruction 
lying in their fields. The school of business accordingly con- 
tributes to the budgets of the departments of psychology, law, 
and geography; and it refrains from offering its own degree 
of Doctor of Philosophy. It co-operates with the graduate 
department of economics in offering this degree,"* and these 
two divisions seek such co-operation as may be needed from de- 
partments representing other scientific disciplines. 

* Although economics is not the only one of the established disciplines of 
significance to business education, its significance is much greater than that of the 


others. The Erehwon authorities drew up their administrative organization in 
terms of this fact. 
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The administrative organization which has been formulated 
in this connection, while not a matter of primary importance, 
has such interesting features as to justify a brief description. As 
they studied the work of departments of economics and of 
schools of business the country over, the Erehwon authorities 
reached the following general conclusions: Except for a few 
unusual cases, whenever a school of business dominates a de- 
partment of economics neither the school nor the department 
prospers intellectually as it should; whenever a department of 
economics dominates a school of business neither prospers; 
whenever the two are sharply divided antagonisms and unneces- 
sary duplications arise and neither division develops as it should. 
Apparently the problem is one of securing an appropriate de- 
gree of separateness along with an appropriate degree of unifi- 
cation. 

ADMINISTRATIVE RELATIONSHIPS OF THE SCHOOL OF BUSINESS 
AND THE DEPARTMENT OF ECONOMICS 
Director 


| 
Chairman Director Dean 
(undergraduates Dean (Undergraduates 
and candidates Chairman and candidates 
for A.M. Degree) (Candidates for for A.M. Degree) 
Ph.D. Degree) 














United offerings at the 
higher level 


Differentiated offerings 
at the middle level 


United offerings at the 
lower level 











Under the conditions existing at Erehwon, the following so- 
lution of this problem has been adopted. The appropriate de- 
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gree of separateness has been secured by giving the department 
and the school separate budgets, separate faculties (with some 
overlapping), and separate administrative officers. The appro- 
priate degree of unification has been secured by placing over the 
chairman of the department and the dean of the school a direc- 
tor who supervises the budgets of both divisions, maintains a co- 
ordinated program of work, and is the channel of communica- 
tion with the general university administration. Fortunately for 
the effectiveness of this organization, the faculty of the depart- 
ment and the faculty of the school have much the same outlook 
upon educational problems. For example, the reorganization of 
the junior college offerings in economics described in earlier 
pages was really led by the department. So also the depart- 
ment’s attitude toward senior college and graduate work has 
been quite in harmony with that of the school. As matters now 
stand, the two divisions unite in the junior college offerings with 
the probability that this work will be taken over by the depart- 
ment when the school relinquishes its junior college work. They 
operate separately, but in harmony, in the senior college and 
first year graduate work: the chairman has charge of the under- 
graduate majors in economics and the candidates for the degree 
of Master of Arts (in economics); the dean has charge of the 
undergraduates in business and the candidates of the degree of 
Master of Arts (in business). The two divisions unite in the 
higher graduate work, the administration being in the hands of 
a committee made up of the director, the dean, and the chairman. 

The nature of the co-operation between the school of busi- 
ness and the department of economics in the work leading to the 
degree of Doctor of Philosophy can be fully appreciated only 
when the organization of the advanced work in economics is 
understood and when that organization is compared with the 
corresponding organization in the school of business. This may 
be done most readily by assuming the case of an upper-group 
senior college student and observing the work open to him in 
some field of economics, say in money and banking. As the ac- 
companying diagram shows, this competent senior college stu- 
dent in economics who has had appropriate courses in point of 
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view and in method may pass into a course in money and bank- 
ing which is devoted to a mature survey of the field, a critical 
analysis of its problems, and an introduction to its literature. 
Provided he does well in this course he may, with the permission 
of the instructor, enter a problem course (pre-research) in 
money and banking. The instructor of this problem course is 


EREHWON’S ORGANIZATION OF THE FINANCIAL FIELD 


BUSINESS COURSES ECONOMICS COURSES 
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engaged in an intensive study of some aspect of the subject. He 
and a small group work co-operatively at the chosen task. If the 
student does well in both this problem course and the theory 
course covering this field’* he may be admitted to the research 
course. Of course, before he has cleared these hurdles he has 
become a graduate student. The Erehwon presentation of eco- 
nomics thus involves (a) foundation work in point-of-view and 

* Erehwon has a stimulating organization of the theoretical work in eco- 
nomics. Two instructors give the major portion of their time to the general 


courses in theery. In addition, there are special theory courses in “applied” fields 
given by instructors working in those fields. 
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in method, (0) careful selection of students who may enter upon 
advanced work, (c) a mature introduction to the advanced work, 
followed at once by (d) work testing research ability and work 
involving a grasp of fundamental theory, and (e) research. It 
will be noticed that in the case of these competent students the 
senior college work leads directly into the graduate work; the 


EREHWON’S ORGANIZATION OF THE LABOR FIELD 


BUSINESS COURSES ECONOMICS COURSES 





Research in 


Personnel Administration Research in Labor 





Specialization Problems in 
courses, such Personnel 
as the joint sem-| Administration 
inar in Personnel 
Administration 


Problems in Theory of 
Labor Wages 











The Worker in Modern Society 


nnel Admini ion 
Personnel Administrat (mature course) 


eletetettetetatar attatatatatataettetataatetate teeta 





Statistics Accounting Economic History 
The Economic Order 


An adequate secondary education 











two, taken together, constitute university work. It will also be 
noticed that the specialists in each field are responsible for giv- 
ing the theoretical courses in that field, a happy union of theory 
and practice. This current year the theory course in the field 
under examination is being conducted jointly** by the professor 
of finance, the professor of economic theory, the professor of 

* As the diagram shows, a joint seminar in finance is being given on the busi- 
ness side of the work. This course is conducted by the professors of business 
finance, finance, economic theory, social economics, business law, and statistics. 


The group contains several of the men responsible for the theory course in the 
field of money and banking, 
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social! economics, and the professor of statistics—the last being 
concerned with strengthening the quantitative side of the work. 

As the diagram shows, something quite similar is being done 
by the upper-group student in the school of business. If he goes 
on to graduate work with the expectation of taking his Doctor’s 
degree and preparing to teach in the financial field, the diagram 
sketches the character of his work as far as finance alone is con- 
cerned. Of course, there are other disciplines with which he 
must make contacts. 

The illustrations of the offerings in the financial field and in 
the labor field could be paralleled by corresponding illustrations 
taken from other fields. The emphasis is upon mature advanced 
work for the competent student. 

Erehwon’s method of developing her faculty has been as 
heterodox as her other educational policies. Because of her be- 
lief that business education calls for mature contacts with sev- 
eral existing scientific disciplines, and because of her belief that 
the economics of today should place emphasis upon quantitative 
analysis and upon cultivation of “borderlands” (such as the 
borderland between economics and law, or the one between eco- 
nomics and psychology), Erehwon has aided her faculty in se- 
curing the necessary training. Again a specific illustration will 
serve to reveal the general policy. Her professor of personnel 
administration took his doctorate in economics, labor being the 
field of his thesis. Erehwon has financed his later work in psy- 
chology, accounting, business law, and biology; has financed his 
contacts with industry; has sent him abroad to study European 
experience and to master the needed foreign languages. The 
man is now a scientist who is thoroughly conversant with his 
academic borderlands and knows practical business (he has 
been a personnel manager for a large firm). Erehwon believes 
that this course of action is wiser than the alternative of calling 
in successful men of business with the expectation of making 
scientists of them, and far wiser than relying upon the usual edu- 
cational processes to provide a faculty. The typical graduate 
school of today does not prepare instructors for the type of cre- 
ative work to which Erehwon has committed herself. 
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PAPER ELIGIBLE FOR REDISCOUNT AT FEDERAL 
RESERVE BANKS: THEORIES UNDERLYING 
FEDERAL RESERVE BOARD RULINGS? 


The Federal Reserve Act, it is well known, provides for a 
commercial banking system. Nowhere is this better seen than in 
its definition in section 13 of paper eligible for rediscount. 
Whether or not it is desirable, either as a matter of pure theory 
or as a matter of practical expediency, to make eligible paper 
arising only from commercial operations, as distinct from in- 
vestment undertakings, has often been discussed. It is not the 
purpose of the present study to consider this problem once more. 
Instead, it is proposed to accept the apparent intent of the Act, 
and to analyze the problems which the Federal Reserve Board 
has faced in attempting to apply the general distinction to con- 
crete situations, as well as to indicate some implications of the 
Board’s rulings in specific cases. The problems raised are many 
and complex, due in part to features inherent in the Act and its 
amendments, and in part to rulings of the Board. By no means 
do we find a clear-cut body of dicta which is logically consistent. 
Perhaps this is inevitable in any attempt to delimit commercial 
operations from those of an investment nature. At least, when 
the economists’ difficulties in making precise distinction between 
fixed and circulating capital are recalled, the difficulties of the 
legislators and bankers in distinguishing between commercial 
and investment operations may more readily be realized. Per- 
haps, also, it is true that institutions grow by being self-incon- 
sistent first, and recognizing that fact afterward. It may be too 
much to hope for consistency from the outset, but that should 
not prevent a clear recognition of the deficiency and a conscious 
—and conscientious—effort to remedy these shortcomings. 


* The writer has drawn the material upon which his analysis is based from 
the discussion in Willis and Steiner, Federal Reserve Banking Practice, New York 
and London, 1926, by permission of the publishers, Messrs. D. Appleton & Co. 
He is indebted to Mr. George J. Seay, governor of the Federal Reserve Bank of 
Richmond, and Professor K. N. Llewellyn of Columbia University for reading 
the manuscript and making many helpful suggestions. 
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I 

In order to bring clearly to the reader’s attention the under- 
lying course of the discussion, the usual order may perhaps best 
be reversed, and the conclusions first presented. At the risk of 
appearing dogmatic, they may be set forth in order, as follows: 

1. The general distinction between commercial and invest- 
ment operations which provides the basis for eligibility require- 
ments is sufficiently clear in broad outlines, but is difficult to 
apply in practice. The difficulty is enhanced by certain defects 
in the law. Instead of giving specific consideration to agricul- 
tural needs, the Act endeavors to solve the farmers’ problems by 
means of special exceptions to the regular requirements. 

2. The Federal Reserve Board has approached the problem 
in an inexpert manner. By not considering the implications of 
its rulings, it has often found itself in a position where reconcilia- 
tion of several conflicting lines of thought has been difficult. Ap- 
parent lack of doctrinal background gives its pronouncements 
an opportunistic rather than a scientific appearance and basis. 

3. Maturity requirements now found afford little if any test 
of commercial use of funds and perhaps can be expected to do 
so only to a limited extent. In considerable part, they are based 
upon a mistaken conception of reserve bank functions. 

4. The general criterion of “use of proceeds” is satisfactory. 
But paper should be admitted because the proceeds are actually 
used for such a purpose, not merely because it is related directly 
to a transaction. The operations undertaken and to be com- 
pleted in future provide the liquidating power, not the past 
transaction, and credit measurement should also be directed 
thereto. 

5. The inconsistencies evident in the treatment of trade 
receivables as contrasted with single-name paper may be traced 
largely to American bank credit methods previously developed. 
No answer has yet been had to the query: What is the relative 
importance of the seller and the buyer as a source of liquidating 
power, and what direction and scope, in view of the answer, 
should credit analysis take? 
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6. To disregard form of paper and security as evidence of 
use of proceeds, as the Board has done, is correct in principle, 
but difficult in application. 

7. Manufacture, as well as merchandising, properly falls 
under the head of commercial operations, as the Board has rec- 
ognized. 

8. An adequate framework for the requirements contained 
in the Act and amplified by the Board can be had only by consid- 
ering the general economic and credit structure, and the specific 
financing requirements of the several parts. Paper ultimately 
financing the selfsame operation should be able to enter the re- 
serve bank—via a member—by different routes. If such an an- 
alysis were made, a definite policy could be adopted with respect 
to paper arising under various types of conditions, and the in- 
consistencies now noted could be minimized if not eliminated. 
Certainly the goal would justify the effort. 


II 


Before considering Federal Reserve Board requirements, 
the general provisions of the Act itself must be set forth in out- 
line fashion, as contained in sections 13 and 13a’ as follows: 

1. Maturity—at time of discount not more than ninety days, exclusive of 
days of grace. 

Exceptions 

If drawn or issued for agricultural purposes or based on live stock, 
nine months (Agricultural Credits Act, March 4, 1923, Section 
13@; previously six months). 
Sight or demand bills of exchange, drawn to finance domestic ship- 
ment of non-perishable, readily marketable staple agricultural 
products and secured by bills of lading or other shipping docu- 
ments conveying or securing title. May not be held by or for ac- 
count of Federal reserve bank over ninety days (Agricultural 
Credits Act of 1923). 
2. Use of proceeds 
Positively—must have arisen out of actual commercial transactions, 

being issued or drawn for agricultural, industrial or commercial 

purposes, or the proceeds must have been or are to be used for such 

purposes. 

* Added by the Agricultural Credits Act of 1923. The provisions as to ag- 
gregate paper of one interest are omitted from the summary as not germane to 
the present discussion. 
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Exceptions 
Notes, drafts or bills of exchange of factors issued as such, making 
advances exclusively to producers of staple agricultural products 
in their raw state (Agricultural Credits Act of 1923). 
Notes, drafts, bills of exchange or acceptances issued or drawn by 
co-operative marketing associations composed of producers of ag- 
ricultural products if 
a) proceeds advanced to members for an agricultural purpose 
b) used to make payments to members on account of deliv- 
eries of products to the association (Agricultural Credits 
Act of 1923). 
Negatively—must not cover investments or have been issued for car- 
rying or trading in stocks, bonds or other investment securities. 
Exceptions 
Bonds and notes of the United States*® 


The Board was to “have the right to determine or define the 
character of the paper thus eligible for discount, within the 
meaning of this Act.’’* Hence its general pronouncements, given 
in the regulations which it has issued from time to time, must be 
considered in conjunction with the provisions of the law. The 
latest bearing on this matter, Regulation A, Series of 1924, 


ato —- tip oo of oh eae 


which is now in force, amplifies the legislative requirements with 
respect to use of proceeds (either in the past or in the future) as 
follows: 


1. Test of eligibility is not form of paper, but use made of the pro- 
ceeds. Therefore the note, draft or bill of exchange may be secured 
by the pledge of goods or collateral of any nature, including paper 
which is ineligible for rediscount, provided it is otherwise eligible. 

2. Proceeds must be used: 

Positively—for producing, purchasing, carrying or marketing 
goods (goods, wares, merchandise or agricultural products, includ- 
ing live stock) in one or more of the steps of the process of pro- 
duction, manufacture or distribution, 

For the purpose of carrying or trading in bonds or notes of the 
United States. 


* Also if secured by War Finance Corporation bonds (War Finance Corpo- 
ration Act, section 13 as amended). 

“Note that this discussion considers eligibility under the law, not accepta- 
bility as a credit risk, which is another problem, and is left to the individual Fed- 
eral reserve banks. 
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Negatively—Not for permanent or fixed investments of any kind, 
such as land, buildings or machinery, or for any other capital pur- 


pose, 
Not for investments of a purely speculative character. 


3. Proceeds must be used in the first instance for a purpose defined 
above. They must therefore not be advanced or loaned to some 
other borrower. The name of a party to the transaction must appear 
upon the paper as maker, drawer, acceptor or endorser. 


Exceptions 
Certain paper of factors 
Certain paper of cooperative marketing associations, as defined in 
the Act. 


The Act thus places strong emphasis upon the character of 
paper tendered to the reserve bank and makes this test decisive. 
In fact Dr. H. Parker Willis, who had much to do with drafting 
the legislation, has always insisted that the rediscount provi- 
sions imply that a reserve bank should continue to rediscount for 
a member as long as the member presents satisfactory paper. It 
should not look to the offering bank’s condition at all. This view, 
which runs counter to the previously developed American inter- 
bank loan practice, is of course overstated, due probably to the 
lack of attention paid it by bankers and students. There is no 
guaranty, because a bank’s past transactions are thoroughly 
good, that it needs additional funds to loan out;° in fact, the 
legitimate local loan demand may have been exhausted just as it 
concluded the loans which it wants to turn over to the reserve 
bank. To ascertain whether or not this is the case, necessitates 
scrutiny of the offering bank’s situation. Thus the member 
bank’s condition must be considered as well as the paper offered. 
The problem faced in analyzing an application for rediscount is 
similar to that raised where the member bank considers an ad- 
vance to a depositor on his trade receivables; that is, where he 
tenders to the bank notes or trade acceptances given to him by 
his customers in buying goods on time instead of for cash. In 
such cases, the query arises: Should the operation be regarded 
primarily as an advance to the seller discounting his customers’ 


* Assuming that the rediscount is not occasioned merely by withdrawals of 
deposits. 
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paper, or as an advance to the original maker or buyer in a 
transaction after the seller has had the paper for some time? 
The questions of principle involved will be considered fully at a 
later point; it is desired here merely to indicate the similar na- 
ture of the two problems. 


III 


The banking textbooks, in distinguishing between commer- 
cial and investment operations, usually lay down two criteria or 
tests: time and use of proceeds.* The former is regarded as 
superficial, the latter as fundamental. The truth of this view 
cannot be gainsaid. Yet in actual practice the maturity require- 
ments placed by the Federal Reserve Act upon paper eligible for 
rediscount have attracted much attention. In specific applica- 
tion, of course, they occasion no difficulty; a mere question of 
fact, capable of being ascertained in the individual case with 
mathematical precision, is involved. But their suitability is an- 
other matter, in particular with respect to the needs of certain 
classes in the community, and popular writing has at times 
waxed warm on this question. 

Much of the emphasis placed in current discussion upon 
maturity of paper admitted to rediscount is mistaken or, at best, 
exaggerated. It fails to distinguish between two problems: (1) 
original maturity of the paper when it was first made, which is 
primarily a question of credit and loan practice, and (2) ma- 
turity from time of rediscount, which raises a question of service 
rendered by the central banking system. The former problem 
may be considered first. The maturity of a business man’s paper 
is obviously related to his need for funds. For current funds his 
turnover is the decisive factor; if it takes sixty days, that and 
not ninety days represents his requirement, hence the proper 
maturity of his paper. The time for which the paper runs is lim- 
ited by the transactions he undertakes, either singly, or, as in a 
seasonal industry, following one another in quick succession. If 
turnover were kept in mind original maturity of paper offered 
for rediscount might thus be made to serve as a valuable indica- 

* Willis and Edwards, Banking and Business, chap. ii. 


a 
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tion of commercial use of proceeds. Yet in practice this test is 
applied only with respect to one particular form of obligation— 
the banker’s acceptance. Only for such paper does the reserve 
bank presumably consider with any degree of care the adapta- 
tion of the maturity to the actual needs of the business man us- 
ing the funds.’ As matters now stand, there is no direct safe- 
guard against having the reserve bank take for ninety days a 
note originally made for nine months which represented an ex- 
cessively long maturity in view of the business operations in- 
volved. In fact, the Board invites difficulty by its ruling that 
paper which appears to be self-liquidating, though not within the 
ninety-day period, may be eligible, and likewise that such paper 
may be rediscounted despite the fact that it appears to be re- 
newal paper.® 

Such limitation of the maturity of paper bothers not a whit 
the layman who discusses the general question of maturity. And 
the same is true of many who ought to know better. A popular 
view seems to be that the reserve banks should stand ready to 
take paper from their members as soon as the latter acquire it. 
This feeling is particularly pronounced in the case of agricul- 
tural paper. Many speak as if, by lengthening maturities of 
paper eligible at reserve banks, all agricultural paper can be 
pumped into the latter for the entire period of crop production 
and marketing.® Some such thought, in fact, appears to lie back 
of the amendments made by the Agricultural Credits Act of 
1923. Under that enactment, considering solely the strict letter 
of the law, the farmer if he be so minded can, via a member 
bank, obtain funds from a Federal reserve bank for a period of 

* See also footnote 41. 

* Bulletin, 1915, p. 74; Digest, XIII-C, 900, p. 43. 

* The Act, it is true, in its earlier form gave the Board power to limit to a 
percentage of the reserve bank’s assets (capital prior to September 7, 1916), the 
amount of paper taken with maturities in excess of ninety days. In 1923 it was 
empowered to fix such percentages for three to six months’ paper and six to nine 
months’ paper, and actually set the latter figure at 10 per cent. This fact does not 
alter the basic idea underlying the enactment, nor does the fact that paper with a 
maturity in excess of 6 months may not serve as a basis for Federal. reserve note 


issue unless secured by certain warehouse receipts or similar instruments or chat- 
tel mortgages. 
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eighteen months. He can borrow from his bank, which can re- 
discount the paper at its reserve bank with a maximum maturity 
of nine months.*® Upon delivery of his crop to a co-operative 
association, the latter can step in, perhaps by permitting him to 
draw a draft upon it, and through a member bank pass nine 
months’ paper into the reserve bank to take up the farmer’s 
note. Prior to the amendment, the farmer could have obtained 
credit from the reserve bank, first for six months (though not 
through the co-operative) and then for another six months (by 
means of a grower’s draft on the association; otherwise ninety 
days), making twelve months in all, or else nine months if a 
note were used by the association in place of a grower’s draft. 

Another illustration of the illogically liberal attitude taken 
toward agricultural paper in 1923 is afforded by the fact that de- 
mand or sight drafts secured by bills of lading were made eligi- 
ble. Such instruments merely cover the period during which 
commodities are temporarily in transit and could previously be 
put through the reserve banks for collection. Access in this man- 
ner, it would seem, should have been sufficient for all practical 
purposes. 

This “liberal” attitude toward agriculture at least ignores 
entirely the functions or purposes of a central bank, if it does not 
show a positive ignorance of them. Many banks are under no 
necessity to rediscount, and those which do so have recourse to 
the central bank only to cover a “peak load” upon them. Just as 
the seller of merchandise divides with the bank the burden of 
carrying his customers during what may be termed their “pro- 
duction period,” thereby relieving himself when he is no longer 
in a position to carry them, so the individual bank in turn when 
it finds it necessary relieves itself by recourse to the central 
bank, after having itself held the paper for a time. The central 
bank takes the place of the individual bank only in the event that 

* In actual practice, his paper for purposes of crop raising would usually be 
made with a shorter maturity, such as three or six months. The lending banks, 
too, generally require an annual “clean up” by the association, hence automatical- 


ly tend to restrict the total period for which the grower is financed before his 
product moves into use. 
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the latter is no longer able to meet additional demands from its 
customers for loans or to sustain further its outstanding loan 
volume. Only when there is such a local deficit of funds does the 
central bank enter to make available surplus funds of other 
banks. Such temporary carrying of surplus loans of individual 
banks for a reasonable period is a leading function of the central 
bank. It is not a permanent resting place or “berth” for paper.” 

If this is the case, the reserve bank’s maturity requirement 
should be limited to a period sufficient to meet the needs of the 
members for accommodation, while at the same time protecting 
the reserve bank against undue immobility of its assets. It should 
have a reasonable turnover of its paper and should avoid having 
the individual bank engross a considerable proportion of its re- 
sources. From this point of view, the ninety-day maturity for 
commercial paper should be ample; the nine months for agricul- 
tural paper excessive. Much non-seasonal borrowing is for ex- 
tremely short periods—witness the widespread use of the ad- 
vances up to fifteen days—while seasonal borrowing, as just 
noted, only covers the temporary peak, so that the paper redis- 
counted remains say three months in the local bank and three 
months in the reserve bank. Certainly, considering the annual 
cycle of agricultural production and marketing, any eighteen 
months’ access to the reserve bank is utterly mistaken, and the 
same would hold true even for access to the member bank. 

The only redeeming feature is that the provision has actually 
made little difference to date, although it contains potentialities 
of danger. The amount of paper of the longest maturities, held 
only by certain of the twelve banks, is very small, and certainly 
not worth the effort to admit it. Nor is the amount of ninety-one 
days’ to six months’ paper of much importance, except in the 
case of several western banks. 


IV 


In discussing the second criterion used in distinguishing 
commercial from investment operations, namely use of proceeds, 


“Witness the widespread opposition to the practice of “rediscounting for 
profit” at times attempted by member banks. 
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it is essential to bear in mind that the Federal Reserve Act was 
framed with commerce and industry, not agriculture, in mind. 
At the several places where commerce and industry are men- 
tioned, the word “agriculture” is merely added regardless of its 
appropriateness and the applicability of the provision in ques- 
tion. Either this was done as an afterthought, or, if consciously, 
with utter disregard for the needs of the case. No attention is 
paid to the fact that the economic organization of agriculture 
differs in many respects from that of industry and commerce and 
that, because of these differences, agriculture often calls for spe- 
cial aid and special devices peculiarly adapted to its require- 
ments. Instead the Act proceeds complacently, though rather 
ruggedly, in its effort to fit the square peg into the round hole, 
and leaves to the Federal Reserve Board the task of harmonizing 
the requirements with the actual facts of the situation. 

Nor was this situation remedied by the Agricultural Credits 
Act of 1923. The Reserve Board had previously made no care- 
ful study of the farmer’s requirements and of the basic princi- 
ples guiding or underlying his financing.’* Instead, it had con- 
tented itself with legal subtleties designed to stretch the law to 
the utmost in order to admit his paper wherever possible. The 
net result was that the Board developed independently several 
groups of rulings on different topics, without realizing that a case 
would shortly present itself in which the divergent trains of 
thought underlying them would clash sharply,’* and more legal 
subtlety would be needed to effect a lip-service species of recon- 
ciliation satisfactory only in event of neglect of the more impor- 
tant issues involved. Subsequent codification on several leading 
problems has tended to mitigate the difficulty somewhat, but is 
limited by an inadequate and unsatisfactory law. The Agricul- 

“ This statement holds true likewise with respect to other classes of busi- 
ness men. 


* In one group of rulings, a farmers’ co-operative marketing association was 
regarded as merely a body of producers co-operating for a specific purpose, and 
was identified with its members; in another group, as an entity entirely separate 
and distinct from them. True, legal status of such associations had not been defi- 
nitely determined, but that is no reason why the Board should espouse both 
views, as it later specifically admitted that it did. 





PAPER ELIGIBLE FOR REDISCOUNT 337 


tural Credits Act of 1923 merely brought existing evil tendencies 
into sharper relief. With utter disregard of the principles laid 
down in the Act, it pursued still farther the policy of liberaliza- 
tion by making special exceptions to the general requirements of 
the Act, notably with respect to paper of factors and co-opera- 
tive marketing associations, as well as bill of lading drafts. It is 
interesting to observe that the more liberal access granted to fac- 
tors’ paper in part reflected a widespread popular estimation of 
its importance far beyond the actual facts of the case. Men well 
informed in the industry tend to feel that this importance be- 
longs to the past and is steadily diminishing. 

Perhaps the Board came to realize as time went on the diffi- 
culties confronting it in attempting to define eligible paper. 
Laws and their interpretation are continually changing to meet 
new conditions. Especially with an untried enactment, a process 
of experimentation is inevitable, in which adjustments and shifts 
are made as practice dictates. Section 13 of the Federal Reserve 
Act and the Board’s Regulation A and rulings represent no ex- 
ception to this universal tendency. In fact, as time passed, a 
change appears to have taken place in the Board’s attitude to- 
ward the entire question. At the outset it endeavored to elevate 
American commercial credit practice, and made many technical 
rulings designed to apply to concrete situations such leading 
principles as it recognized. A decrease in the number of rulings 
was naturally to be expected as time went on and question after 
question was decided. Such a decrease actually took place. But 
an apparent change of attitude also occurred. Instead of relying 
upon precise and clear-cut technical distinctions, there has seem- 
ingly been some tendency toward rougher tests of a general na- 
ture. Commercial use of proceeds, e.g., is established by a rea- 
sonable excess of quick assets over current liabilities in the 
concern’s statement. In part, perhaps, this is an outcome of the 
war situation when paper secured by government obligations 
was of prime importance, but since that time little effort has ap- 
parently been made to retrace the steps taken. With this change 
in attitude has naturally gone hand in hand relinquishment of 
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credit leadership; a tendency to accept the status quo, without 
effort to improve or at least guide practice. 


V 


Paper may be eligible for one of two reasons: 

1. Because issued or drawn for an agricultural or commer- 
cial purpose, but only eligible because of this fact when the seller 
and not the buyer negotiates it at a bank. 

2. Because the proceeds have been or are to be used for an 
agricultural or commercial purpose. 

The first group includes the paper, whether in the form of 
his own promissory notes or acceptances, which a buyer of goods 
gives to the seller. They represent a direct obligation of the 
buyer to the seller. The second group includes the promissory 
notes or other paper which a borrower gives to his bank. They 
represent a direct obligation of the borrower to the bank. The 
borrower may use the funds either to pay the seller from whom 
he has purchased goods, or else for current working capital pur- 
poses. 

Paper of the first kind is related specifically to a transaction, 
out of which it arises, and many have regarded such paper, bear- 
ing the names of both buyer and seller when it is passed into a 
bank, as the only genuine form of commercial paper. Its relative 
desirability as compared with single-name paper falling in the 
second group had already been discussed during the early days 
of the Federal reserve system.’* Some favored two-name paper, 
others urged that single-name paper be accepted. Those in favor 
of double-name paper stressed the fact that it could be made to 
convey on its face evidence of actual transactions which had oc- 
curred, while its opponents called attention to the fact that exist- 
ing commercial credit practice in the United States had devel- 
oped along other lines. Under the system in use, the stronger 
buyers took the cash discount, obtaining necessary funds from 
their banks on their own promissory notes, while the weaker 
buyers were carried on open account by the seller, who in turn 


“In February, 1914, the Reserve Bank Organization Committee had re- 
quested various organizations to submit definitions of “commercial paper.” 
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borrowed from his bank on his own promissory note. In either 
case, the customary form of obligation of the business man to his 
bank was the single-name promissory note, unrelated to a spe- 
cific transaction, but merely supplying funds for current use in 
the business. The Federal Reserve Board adopted the second 
point of view, and decided late in 1914 in circulars No. 8 and 
No. 13 to admit both forms of paper to rediscount with the Fed- 
eral reserve banks. The following year, however, it issued a spe- 
cial regulation (P, Series of 1915, dated July 15, 1915) govern- 
ing discount of trade acceptances, in which it recognized them as 
a separate class of instrument and granted them a preferential 
rate of discount, which was, however, in time abolished. 

The difference between the two groups of paper is in part 
one of difference in general methods of credit measurement. 
Where paper arises from a specific transaction, that individual 
transaction is analyzed. Where the proceeds are used for a com- 
mercial purpose, the entire operations of a business concern, or 
at least a group of such operations, are scrutinized. The first 
method involves intervention direct between a single buyer and 
seller, and study of their resulting relationship. The second in- 
volves consideration of the buyer’s business and application of 
the economies of large-scale operation by analyzing an entire 
series of his transactions, both purchases and sales. Present 
credit method in the United States largely follows the latter pro- 
cedure, although the so-called “local checking of the credit” 
which results by no means possesses all the advantages some- 
times claimed for it. Furthermore, such analysis is necessary to 
supplement the consideration of the specific transaction. It in- 
sures that the total amount of credit which each individual 
receives is not excessive, and that the necessary liquidating 
power, based on the transactions undertaken with the funds, is 
present.’® In last analysis, an advance is always made to a pur- 
chaser in a transaction, and he furnishes the source of liquidat- 
ing power, hence the nature of his operations should be consid- 
ered. 


“For further discussion, see the writer’s The Mechanism of Commercial 
Credit, New York and London, 1922, chap. ix and x. 
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It is curious to note that in practice the Board apparently 
wavers between these two methods in establishing eligibility of 
paper. On the one hand, it admits single-name paper to redis- 
count, and rules that paper of waterworks and irrigation com- 
panies, the proceeds of which have been or are to be used to pro- 
vide funds for pay-rolls, purchases of coal, or other current pur- 
poses in connection with distribution of the commodity, is eligi- 
ble.*® In fact, it has specifically ruled that, even though techni- 
cally eligible, rediscount of a note should be declined “in any 
case where the ultimate payment of the note is dependent upon 
the success of the transaction giving rise to the note.”*” This ob- 
viously makes the test relate to the general operations of the con- 
cern as a whole and be rough and ready rather than exact and 
precise in nature. Additional confirmatory evidence is given by 
the fact that the Board admits as the practical test of “commer- 
cial use of proceeds,” “a reasonable excess of quick assets over 
current liabilities,” or, failing that, other evidence. On the other 
hand, through many of the Board’s rulings there runs a conflict- 
ing thought. It holds that effort should be made in each case to 
ascertain the specific use to which the borrower allocated the 
actual funds received. The use of the proceeds derived from the 
original negotiation of the note must alone be considered, said 
the Board,** and the test of eligibility is not the character of the 
business of the borrower but the use of the proceeds of the par- 
ticular instrument in question.” 

The fact that paper may be eligible solely because it arises 
from an actual transaction creates a rather anomalous situation. 
The same transaction may be financed through the Federal re- 
serve system if one form of paper is used, but will be excluded if 
a different form is chosen. To illustrate: a note of (or a draft 
accepted by) a buyer given to a seller to pay for goods pur- 
chased, represents commercial or business paper actually owned 

* Bulletin, 1917, p. 527; Digest, XIII-C, 314, p. 31; Bulletin, 1920, p. 949; 
Digest, XIII-C, 332, p. 35. 

** Bulletin, 1920, p. 699. The Board, of course, had in mind primarily accep- 
tability as a credit risk. 

* Bulletin, 1917, p. 954. * Bulletin, 1920, p. 1176. 
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by the seller, and is eligible if the seller negotiates it at a mem- 
ber bank, no matter to what use the buyer puts the goods.”° Yet 
if the buyer instead gave a bank his own promissory note in 
order to obtain funds to pay the seller cash, such a note would 
be ineligible if he used the articles as a fixed investment. In 
accordance with these dicta, the Board held ineligible the notes 
of a corporation furnishing motor transportation, issued to pro- 
vide funds to purchase motor trucks,” as well as the note of the 
owner of property, the proceeds of which are used by him to de- 
velop or build.** At the same time, it admitted notes given by 
the corporation to the seller to pay for motor trucks purchased, 
and the note of the owner given in good faith to a contractor ac- 
tually to pay for materials and services furnished. In the latter 
case, eligible paper was created, in the former it was not. More- 
over, the use of the criterion admits paper arising in retail trade. 
The Board held eligible a trade acceptance, provided the retailer 
negotiated it, even if he drew it after the purchaser had failed to 
remit promptly on an open account. But it shrank from its inter- 
pretation, as well it might, by stating that reserve banks and 
their members should discriminate as far as possible against such 
acceptances.”* 

The advantage which trade receivables possess in obtaining 
access to the reserve banks makes current practice as to credit 
measurement present a curious inconsistency. This impression 
is heightened when it is recalled that such paper obtains for its 
holder advances from member banks equal to perhaps 80 or 100 
per cent of its face amount, as contrasted with 50 per cent if 
merely put in the holder’s financial statement and the bank re- 
quires a two-for-one current ratio. Banks merely rate the receiv- 
ables which presumably supply the liquidating power, and base 
their advance largely upon the seller’s statement, yet give him a 


* If the acceptor of a bill discounted it, however, the discount would consti- 
tute a direct loan to him, hence the use of the proceeds would have to be con- 
sidered. 


™ Bulletin, 1921, p. 191; Digest, XIII-C, sor, p. 38. 
* Bulletin, 1920, p. 699; Digest, XIII-C, 331, p. 35. 
* Bulletin, 1918, p. 30; Digest, XIII-C, 1002, p. 43. 
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relatively larger advance than if he borrowed “clean” on his own 
promissory note. They lend as if the receivables were a leading 
factor, yet perform their credit work as if the holder’s standing 
were of prime importance. In the circumstances, we may well 
raise the question, What particular virtue do the receivables pos- 
sess, which merits the greater advance and the easier access? 
The matter further raises the problem, Who is actually using 
the proceeds of the advance: the seller, or the buyer whose re- 
ceivables are involved?** This is significant, not merely for its 
relation to bank credit work, but also for its connection with 
eligibility of paper, and will be indicated later. 


VI 


The query still remains: How may commercial be distin- 
guished from investment operations? It arises with especial per- 
sistence where paper is eligible for the second reason mentioned. 
That is, the notes are not issued or drawn directly for an agri- 
cultural or commercial purpose, but their proceeds have been or 
are to be used for an agricultural or commercial purpose. In ap- 
plying this test, everything is properly thrown back on the actual 


use made of the proceeds, not on the form of the paper or its 
security. The fact that paper has the additional security of col- 
lateral, the Board states, in no way affects its eligibility.** A 
note might be secured by railroad stocks and bonds, yet be 
eligible if the proceeds were used for an agricultural, industrial, 
or commercial purpose instead of to purchase or carry the stocks 
or bonds in question,” while paper drawn for commercial pur- 
poses would not be rendered ineligible merely because secured 
by a real estate mortgage*’ or by paper which is ineligible.” 
Nor, on the other hand, is a note itself rendered eligible by rea- 
son of being secured by eligible paper,”® or by “staple agricul- 
tural products or other goods, wares or merchandise.’””*° Yet, 

™ Of course, it is important in this connection to know to what extent the 
seller actually needs the funds which he has tied up in the receivables. 

* Bulletin, 1915, p. 268. * Bulletin, 1917, p. 954. 

* Bulletin, 1917, p. 458; Digest, XIII-C, 313, p. 31. 

* Regulation A, Series of 1924. 

* Bulletin, 1917, p. 690. * Bulletin, 1920, p. 1177. 
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while praiseworthy as a matter of theory, these rulings greatly 
increase the difficulties experienced in actual practice. They 
make the entire test one of intent, which is by no means simple, 
especially for a reserve bank, to ascertain. 

Conceived in the broadest way, commercial operations are 
of two classes. They embrace not merely acquisition of goods 
for early resale, so-called mercantile business, but also produc- 
tion of commodities for market, so-called industrial or manufac- 
turing business. Various writers, among whom is Moulton, in 
their strictures upon commercial banking theory have endeav- 
ored to make it appear that the term must exclude industrial 
enterprise. Suffice it to say here that the Federal Reserve Board 
has adopted the opposite view. As already stated, it holds that 
use of the proceeds to produce goods for resale, e.g., by purchas- 
ing materials and paying wages, may render paper eligible. In 
fact, it even goes so far as to admit paper of waterworks and 
irrigation companies, as well as electric light and power com- 
panies, the proceeds of which are used to provide funds for pay- 
roll, coal, and supplies necessary to furnish water, heat, light, 
and power which they sell to the public, despite the fact that 
each produces a commodity somewhat out of the ordinary. More- 
over, the Board also views “mercantile operations” broadly. It 
holds that use of the proceeds to purchase goods for resale is use 
for a commercial purpose, even though the commodities must be 
considered permanent investments in the hands of those who 
ultimately purchase them.” This is true, as was seen in the pre- 
ceding section, regardless of whether the buyer gives his own 
obligation directly to the seller, or whether he gives the bank his 
obligation in order to get the necessary funds. 

While the general outlines of the distinction between com- 
mercial and investment operations are evident, many borderline 
cases arise when concrete situations are considered. With re- 
spect to industrial or manufacturing operations, as distinct from 
mercantile, difficulty is experienced in the following three cases: 

1. Mining and forestry paper.—lIn these industries, supplies 
of standing timber and ore in the ground constitute a large part 

™ Bulletin, 1920, p. 1301; Digest, XIII-C, 100, p. 22. 
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of the assets of the concern, usually representing a source of raw 
material sufficient for a considerable period of time. Hence the 
question arises, May they not be treated as quick assets, such as 
manufactured goods in the hands of a jobber?* In response to a 
request, the Board in 1915 did not consider it a safe policy for 
reserve banks to so regard timber standing upon tracts of land. 
Although basing its opinion upon the exposure to risk from for- 
est fires and wind storms, as well as difficulty often experienced 
in selling, the Board pointed out that the precedent would be a 
dangerous one, as owners of coal and ore lands might ask to 
have their coal and ore in the ground appraised on a royalty 
basis and ask to have paper, based upon their holdings of such 
lands, made eligible. 

2. Contractors’ paper—From the ruling already cited it is 
evident that the owner of property which is to be developed or 
built upon cannot have access to the Federal reserve banks, 
even if he plans to sell the developed property. Since the Board 
further stated that a reserve bank should not rediscount paper 
the ultimate payment of which depends upon the success of the 
transaction giving rise to the note, paper of the so-called specu- 
lative builder would seem to be effectively barred, despite the 
fact that he produces a commodity—namely houses—for subse- 
quent sale. 

3. Farmer’s note for purchase of farm tractors—This the 
Board held eligible, making a special concession to agricultural 
interests, rather than laying down a general precedent. As al- 
ready stated, it barred notes of a corporation engaged in furnish- 
ing motor transportation, despite the claim that motor truck 
paper was superior because of the shorter life of trucks. The 
Board unfortunately saw fit in its ruling to call attention to the 
fact that tractors constitute only a small part of the entire equip- 
ment of a farm, whereas the trucks would constitute a large part 
of the corporation’s capital investment, and it would not be rea- 
sonable to assume that such notes (if made eligible) could be 
liquidated out of the corporation’s current revenues. Thus it 
makes the difference one of degree rather than of kind. The 

™ Bulletin, 1915, p. 126; Digest, XIII-C, 301, p. 30. 
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Federal Reserve Bank of Richmond justified the ruling in its 
letter No. 10 to college classes (December, 1922) by the fact 
that a number of notes maturing over a period of years (in ef- 
fect, representing successive charges for depreciation) may be 
regarded as self-liquidating, and holds that in close cases of this 
kind decisions as to eligibility must necessarily be more or less 
arbitrary. Its own attempt at justification would afford small 
consolation to the motor transportation company. 

A special question which arises in considering acquisition of 
goods for resale is to distinguish such transactions of a commer- 
cial sort from those which are purely speculative in nature. Reg- 
ulation A, Series of 1924, it will be recalled, bars use of proceeds 
for investments of a purely speculative character. In actual 
practice, the principal problem has arisen in attempting to de- 
limit orderly marketing of agricultural products and to distin- 
guish it from mere speculative carrying to profit by anticipated 
enhancement in price. The Board has recognized the difficulty 
of drawing an exact dividing line between legitimate carrying 
while awaiting distribution and speculative withholding. In its 
view, each individual case which arises involves a question of 
fact which it is not for the Board to determine, but rather for 
the local bank and the reserve bank.” 


VII 


A final problem remains: Who actually uses the proceeds? - 
Who makes such commercial or industrial use of the proceeds of 
paper as to render it eligible? In answer to this question, the 
Board considers as decisive the use made of the proceeds derived 
from the original negotiation of the note.** That is to say, the 
test is afforded by the use which is made of the funds obtained 
from the bank into which the note is first passed. Such use deter- 
mines for all time the eligibility and classification of the note;* 
no attention is paid to its subsequent holders. Furthermore, the 
proceeds of the original negotiation of the note must be used in 
the first instance for a commercial or industrial purpose. In 

* Bulletin, 1922, p. 931. * Bulletin, 1917, p. 954. 

* Bulletin, 1921, p. 1199; Digest, XII-C, 101, p. 23. 
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other words, the party originally negotiating must himself so 
use the funds; 

the words “in the first instance” were inserted in Regulation A, Series of 
1920, .. . .for the express purpose of making clear that the making of 
loans to third parties is a financial rather than a commercial or agricultural 
purpose, even though it appears that the third parties are to use the funds 
for commercial or agricultural purposes.*® 

As a result, the notes of acceptance houses or brokers secured by 
eligible acceptances, the notes of finance or credit companies (in- 
cluding their collateral trust notes), the notes of a corporation 
issued against drafts or trade acceptances drawn by it on dealers 
and placed in trust to secure such paper issued by it in the shape 
of notes or certificates, and collateral notes of a federal land 
bank secured by farm-loan bonds and of joint-stock land banks, 
are all held ineligible.**’ Furthermore, the Board held a note in- 
eligible as commercial paper unless made or indorsed by a party 
to the commercial transaction out of which it arises,** and a gen- 
eralization of this requirement, to include drafts, etc., was incor- 
porated in Regulation A, Series of 1923. 


Difficulty has occurred in applying this dictum—simple as it 
seems—to several organizations which have a twofold purpose. 
Prominent among them are the cotton factor and the warehouse- 
man, both of whom need funds for use in their own business as 
well as to lend to others. Regardless of consistency, the Agricul- 
tural Credits Act of 1923 specifically made eligible “the notes, 
drafts and bills of exchange of factors issued as such making 


* Bulletin, 1920, p. 1176. 

* Bulletin, 1918, p. 108; Digest, XIII-C, 322, p. 33. Bulletin, 1918, p. 197; 
Digest, XIII-C, 324, p. 33. Bulletin, 1915, p. 72. Bulletin, 1918, p. 109; Digest, 
XIII-C, 323, p. 33. Bulletin, 1920, p. 609; Digest, XIII-C, 330, p. 34. 

* Bulletin, 1921, p. 1079; Digest, XIII-C, 334, p. 35. The specific case under 
consideration was as follows: A corporation engaged in financing business enter- 
prises agreed with a merchant to give him its own promissory note payable to its 
treasurer, who indorsed it in blank, and the merchant agreed to place the corpora- 
tion in funds to meet the note and pledged merchandise with the corporation as 
security. The Board held the note ineligible without the merchant’s indorsement, 
for one of the parties to the commercial transaction must be obligated on the 
note so as to assure the proceeds of the transaction being used to liquidate the 
note. 
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advances exclusively to producers of staple agricultural products 
in their raw state.” Prior to that time, however, the Board con- 
sidered the matter on a number of occasions. In a general way, 
it held that the use of the proceeds of the particular instrument 
afforded the test, and, if in turn loaned to a farmer, rendered 
that particular paper of the factor ineligible. The Board’s rul- 
ings with respect to warehousemen who lend to customers hav- 
ing goods in storage follow the same general principles. Notes of 
a cold storage company would be ineligible if the proceeds are to 
be used by the company to make loans to its customers even 
though such notes are secured by the eligible notes of the com- 
pany’s customers and by warehouse receipts covering customers’ 
goods in storage with it. But notes of customers representing 
loans made to them by the company might be eligible if the cus- 
tomers have used or are to use the proceeds for agricultural or 
commercial purposes.*® . 

It should be noted in passing that the Act and Board by 
making paper eligible, though only when negotiated by the seller, 
because it arises out of an actual commercial transaction, have 
apparently avoided another baffling problem. The Board is then 
under no necessity of deciding whether, when trade receivables 
(either notes or acceptances) are rediscounted, the original user 
of the proceeds was the buyer or the seller of the goods involved. 
It does not have to decide whether this operation should be re- 
garded as an advance to the seller discounting his customer’s 
paper, or to the original maker after the seller has had the paper 
for some time. A similar question, incidentally, is faced by the 
Farm Loan System, since it makes loans on lands already held 
in order to enable the owner to purchase additional land. 

The Board has elsewhere approached the same general ques- 
tion in another guise. As already noted, it admits a note secured 
by stocks and bonds or real estate mortgages, in case the pro- 
ceeds are used for commercial, agricultural, or industrial pur- 
poses. That is to say, it considers only the future use of the pro- 
ceeds, lending to the borrower to undertake certain operations of 
his own; it does not merely release to him funds he had tied up, 

* Bulletin, 1921, p. 308; Digest, XIII-C, 403, p. 37. 
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by stepping in and carrying the previous operation for the re- 
mainder of its duration. But if this view is correct, why admit 
paper at all solely by virtue of the fact that it arises out of an 
actual transaction, merely looking at that past transaction, and 
not at all at the seller’s future operations? If the transaction is 
the test, then the buyer’s part in successfully using the commod- 
ity and passing it on should be considered. 

Certain paper of co-operative marketing associations like- 
wise presents a curious situation. The Agricultural Credits Act 
of 1923 makes the paper of such organizations eligible as agri- 
cultural paper, regardless of its form, when it is used to make 
advances to members, either during the growing period or upon 
delivery of the product to the association. In so doing, the Act, 
of course, makes a special exception to the doctrine of use of 
proceeds in first instance, unless the association be regarded as 
identical with its members. But the Act requires that the pro- 
ceeds must either have been advanced to members for an agri- 
cultural purpose, or else have been paid on account of products 
delivered by them. Previously, the Board had held that a draft, 
drawn by a grower upon his association to cover ordinary gen- 
eral purchases, since it in effect enabled the grower to carry his 
crop, might be regarded as representing an advance for agricul- 
tural purposes, but only so long as the association confined itself 
to carrying the crop pending orderly marketing, and did not en- 
gage in mere speculative withholding from the market in the 
hope ultimately of obtaining a higher price.*° In other words, 
both association and grower activities are considered as the 
test.“* But perhaps it is not fair to hold this against the Board— 
no answer has yet been given to the general question: Is the 
association an entity separate and distinct from its individual 
members? Does the farmer himself merely perform certain op- 
erations through and by means of the association, or does he sell 
to it, leaving it to engage in these operations for itself? 
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“ Bulletin, 1922, p. 931. 


“ The speculation test may perhaps be regarded as placing a maturity limita- 
tion upon the funds advanced for crop production. 





GERMAN AND FRENCH SOCIALISTS AND THE 
AGRARIAN QUESTION 


I. INTRODUCTION 


The new electoral program of Lloyd George and his follow- 
ers in the Liberal party with their “Back to the Land” slogan 
and their demands for agrarian reform; the establishment of the 
so-called “Green International” in Southeastern Europe; the 
land reforms of Czechoslovakia, Bulgaria, Rumania, and other 
Eastern European countries; the gains of the peasants even 
under the Bolsheviks in Russia; the demands of the American 
farmers of the Middle West—all these are indications of a so- 
cial and economic upheaval that one who wishes to scan the 
political or economic horoscope of the future will have to take 
into account. 

Few readers of English and American periodicals of even a 
scientific and technical nature know that European Socialists, 
particularly in the continental countries of Western Europe, 
have been publishing books and pamphlets upon the agricultural 
problem ever since the formation of the first International 
Workingmen’s Association (the so-called “Internationale”) in 
1864. It is an interesting commentary upon English and Ameri- 
can knowledge of European Socialism that no real study in Eng- 
lish has ever been made of this question which has exercised 
European Socialists for so long a period of time. 

The latter part of the nineteenth century witnessed great 
changes in the theories of Socialism; Marxian or “scientific So- 
cialism,” as its advocates loved to call it, came up against a solid 
wall of the actual work-a-day world, and, as did so many social 
theories of the past, it had to change its tactics. The older or 
orthodox school of Socialism, influenced by its Hegelian philoso- 
phy, taught the inevitability of the class conflict. “Big Busi- 
ness” was to drive out little business; trusts were to arise; and 
finally the state was to take over all the means of production and 
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distribution. This is a law of history, they said, and any inter- 
ference with this immutable law would meet its inevitable de- 
struction. Karl Marx, having obtained the material for his 
statements from a study of English industry and agriculture, 
said that these changes were bound to take place in agriculture 
as well as in industry—that the class struggle would occur in 
rural, as well as in urban, life.’ In opposition to the Marxian or 
orthodox view arose the theories of groups styled “revisionists” 
in Germany, “opportunists” or “possibilists” in France, and 
“reformists” elsewhere. The adherents of these various groups 
were not so sure of the class conflict cataclysm as the Marxists. 
They modified greatly many of the Marxian theories as a result 
of a more careful historical study. 

This problem of the relationship of Socialism to agriculture 
became a gigantic stumbling-block to the political success of 
Socialism in nearly every Western European country. Wherever 
land ownership had been divided among a number of small pro- 
prietors, opposition to the Marxian theories developed a host of 
supporters. The orthodox Socialists wished to follow Marx lit- 
erally, in regard to his program for agriculture as in other things. 
To them agriculture obeys the same laws as industry. They 
wished to limit Socialism strictly to the proletariat, that is, to in- 
dustrial and agricultural wage-earners. They asserted that to 
aid the small landowner would be to perpetuate private prop- 
erty, and hence was opposed to Socialist doctrine. Furthermore, 
they maintained that small ownership was inevitably doomed to 
disappear. In 1868 appeared the work of Eccarius, a close friend 
of Marx, in which the author, following the Marxian formula, 
declares: ‘The small farmer stands in the same relation to mod- 
ern large-scale agri: ulture as hand weaving and spinning to me- 
chanical weaving and spinning.” He also states that “small 
peasantry is politically, socially, and economically doomed. It 
is the fifth wheel of the chariot which encumbers the labor move- 
ment in France as elsewhere upon the continent.”* Resolutions 

* Marx, Capital, 4th ed. London, I, 513 ff. 


*J. G. Eccarius, Eines arbeiters Widerlegung der national-Gkonomischen 
Lehren John Stuart Mill’s, p. 52, quoted in David, Sozialismus und Wirtschaft, 2d 
ed. (1922), p. 4. 
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were drawn up at the International Workingmen’s Congress at 
Basel in 1869 to the same purport. 

The reformists, on the other hand, argued that agriculture 
followed different laws than industry, that to limit the program 
of Socialism to the proletariat was suicidal and would force the 
party to be forever simply “an opposing minority.” They in- 
sisted that the future belongs more and more to the small land 
owner, especially when farming has passed the stage of exten- 
sive cultivation; they did not place the same emphasis as the 
orthodox upon what Bernstein calls “the theory of progressive 
pauperization.” The reformists advocated immediate reforms in 
agriculture so as to gain the peasants to their standards. They 
called attention to the fact that peasant proprietorship was not 
disappearing. Gatti, the Italian Socialist, says, in writing of 
conditions in Germany, that in the nineties out of 5,276,344 ag- 
ricultural holdings 4,043,238 were not over 10 acres each, and 
that the number under 2 acres increased from 2,323,316 in 1882 
to 2,529,132 in 1895. Kautsky, the Marxian advocate, also 
called attention to the fact that during this period it was the 
farms of from 10 to 40 acres which presented the greatest in- 
crease.* Revisionist writers, moreover, in all the leading coun- 
tries of Western Europe took up arms in opposition to the pure 
Marxian doctrines in regard to agriculture. In Belgium, Van- 
dervelde, minister of foreign affairs in the present Belgian cabi- 
net; in Germany, Eduard David and a great many others; in 
France, Jean Jaurés, Compére-Morel, and many of the writers 
belonging to the opportunist group; in Italy, Gatti—all these 
wrote monographs in defense of the small farmer. Even such 
intransigent upholders of the Marxian theories as August Bebel, 
William Liebknecht, and Karl Kautsky in Germany, and Jules 
Guesde in France modified their doctrinaire hypotheses as a re- 
sult of the more scientific studies of the agrarian question. They 
learned not only that the changes predicted by Marx regarding 
the superiority of large-scale farming over that of small-scale 
agriculture had failed to develop in the manner that they had 
been led to believe, but that the trend appeared to be in the op- 


* Gatti, Le socialisme et Vagriculture (Paris, 1901), pp. 263-64. 
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posite direction, namely, in the breaking up of the large estates 
into smaller and smaller holdings.‘ 


II, FRENCH SOCIALISM AND THE AGRARIAN PROBLEM IN THE 
EIGHTIES AND EARLY NINETIES 


France has, ever since the French Revolution, been the 
country in which the small landowning peasant has predomi- 
nated. Authorities claim that the chief permanent effect of 
the French Revolution was the rise into political and economic 
predominance of the small peasant proprietor. As a result, in 
that country Marxian Socialism had little if any influence until 
after the Franco-Prussian War. Even after this time small 
farmers and their families formed some 70 per cent of the total 
population, and at the beginning of the twentieth century they 
still made up nearly 60 per cent. Before the recent war, how- 
ever, the ratio of agricultural workers to the industrial workers 
had become a decreasing one. In spite of this fact agriculture 
remained the most important industry. The conservatism of the 
small peasants and also of the agricultural day-laborers mili- 
tated strongly against the Socialist program of organizing agri- 
cultural unions which should be impregnated with Socialist doc- 
trines. As early as 1876, at the first meeting of the French Labor 
party, a program was formulated with the purpose of gaining 
to their fold the agricultural workers.° The fallacy that indi- 
vidual peasant proprietorship was doomed to disappear and be 
succeeded by the concentration of land in the hands of a few 

“An article in Revue socialiste, LV, 433 ff., claims that in the sixteen years 
from 1892 to 1908 large estates decreased while middle and small increased. For 
the report of M. Ruan, minister of agriculture in 1909, cf. M. Lair, Le socialisme 
et Pagriculture francaise (Paris, 1922), pp. 20 ff. 

* For the attitude of the Socialist congresses in the seventies, cf. Seilhac, Les 
congrés ouvriers en France, 1876-1897, pp. 27 ff., and Blum, Les congrés ouvriers 
et socialistes francais (Paris, 1901), Vol. I, passim. The first meeting of the 
Labor party (October 10, 1876) held in Paris considered the question of agricul- 
tural workers’ associations (Blum, op. cit., p. 10). The second congress, held at 
Lyons in 1878, passed similar resolutions (Seilhac, op. cit., p. 27). The congress 
held in Paris in 1880 adopted a resolution stating that “private ownership was 
incompatible with the progress of industrial and agricultural technique” (Seilhac, 
Op. cit., pp. 4-55). 
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great landowners continued to dominate the discussions of this 
party. Other Socialist parties in France took the same attitude. 
The municipal elections of May, 1892, showed that even though 
the city workers were won for Socialism, it would be a failure 
unless the peasants were also gained to the Socialists’ ranks.° 
At the tenth congress of the Socialist Labor party, held at Mar- 
seilles in 1892, the intransigent attitude of the French Socialists 
showed a decided volte-face.’ It adopted as its program four- 
teen articles which were intended “to rally the workers of the 
fields to the banner of Socialism.” Its program was entirely op- 
portunistic, no allusions being explicitly made to the coilective 
ownership of the soil. Its authors were such Marxian Socialists 
as Jules Guesde and Lafargue, the son-in-law of Marx. It advo- 
cated such reforms as a minimum wage for agricultural work- 
ers; appointment of agricultural experts to study conditions in 
the particular agricultural neighborhood; old-age pensions and 
sickness insurance to be raised by a tax upon great proprietors; 
establishment of agricultural experiment stations; and purchase 
by the commune of agricultural machinery. At the congresses of 


San Quentin and Nantes virtually the same program was adopt- 
ed.* Charles Gide, the famous French liberal economist, in a 
contemporary discussion of the Marseilles program, says that 
an almost unbelievable revolution in French Socialist thought 
had taken place. How far Socialist thought had traveled since 


* Zévaés, Le socialisme en France depuis 1871 (Paris, 1908), p. 136. 


* Blum, op. cit., p. 136. This congress had a decided influence upon Socialist 
thought, not only in France but in the other countries of Western Europe, and 
resulted in numerous pamphlets and articles. For details of the congress of Mar- 
seilles, cf. Bordeau, L’évolution du socialisme, pp. 312-13; Revue socialiste, XVI, 
489 ff.; Gatti, op. cit., pp. 251 ff; Blum, op. cit., II, 136. 

*For these congresses, cf. Revue socialiste, XX 252 ff.; Bordeau, of. cit., p. 
314. At the Congress of Nantes in 1894 one speaker opposed the general strike on 
the ground that it would result in the alignment of the peasants against the work- 
ers at the very moment when the Socialists were beginning to enlist the peasants 
in their cause (Blum, op. cit., II, 150). 

* Gide, “Le néo-collectivisme,” Revue d’économie politique, VIII, 423 ff. 
Gide says sarcastically of this change in tactics of the Socialists: “In short, the 
real opinion of the neo-collectivists, their thought in the back of their heads, is 
not doubtful. They are persuaded that small ownership is not condemned, and 
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the eighties is shown by the radical change in viewpoint of such 
an intense Marxian as Guesde. In 1880 he styled small owner- 
ship as the most reactionary of institutions. After Marseilles 
and Nantes he claimed that Socialism would not permit the land 
of the peasant cultivator to be expropriated.’ When accused of 
inconsistency, Guesde denied there was any contradiction be- 
tween his doctrine and his tactics.** Millerand, in 1894, at that 
time one of the leaders of the Socialist party, declared that it 
was a calumny upon the Socialist party to say it was opposed 
to individual ownership. “It must be said, on the contrary, that 
what it favors is the extension of individual ownership to the 
great mass of the citizens.” In 1893 Jaurés wrote: “If we are 
collectivists, it is because collectivism, far from destroying indi- 
vidual ownership of what is legitimate, is the only means today, 
not only of extending it, but of universalizing it 

will defend the small owner who realizes the socialist idea of 
ownership and work.” He asserted that Socialists would protect 
the small owner by recognizing inheritance in land.** Lafargue, 
the son-in-law of Marx, promised to maintain the small peasant 
in his ownership and said that the small field is the tool of the 
peasant in the same manner as the tool of the engraver or the 
brush of the artist.** This opportunism of the French Socialists 
immediately aroused a storm of protest from the lifelong follow- 
ers of Marx. Engels, the co-author with Marx of the Communist 


that not for a long time. They think they will busy themselves with allowing it 
to live. We should prefer them to say, when they address their rural hearers— 
they ought to say: ‘My friends, in every state of affairs you are dead; in every 
manner you are destined te be eaten. You have only the choice of being eaten by 
the great proprietors or by us Sociaiists. Can you do better than to be eaten by 
us Socialists? We shall permit you to exist for a longer period of time; we shall 
make you at the end so sweet and so smiling that you will ask us to anticipate it. 
. . » » That is what the Socialists ought to say, for it is what they secretly be- 
lieve’” (ibid., p. 439). 

* Bordeau, op. cit., pp. 315-16. " Ibid., p. 315. 

* Quoted from articles by Jaurés in Dépéche, October 3, and November 28, 
1893, in Gide, op. cit., p. 428. 

* Quoted from Guesde et Lafargue, La programme du parti ouvrier, 3d ed., 
1894; Gatti, op. cit., pp. 251 ff. 
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Manifesto, declared that the program of Marseilles could be 
realized without injuring the capitalist order at all. “How are 
we,” he asked, “going to aid the peasant, not as a future prole- 
tariat but as an actual proprietor, without violating the funda- 
mental program of the Socialist party?” Engels, furthermore, 
denied any possibility of a reconciliation between Socialism and 
private ownership of the soil and reiterated the Marxian doc- 
trine that only two forms of production are possible: (1) pri- 
vate property, which has never been general, and (2) collective 
ownership, which should be the goal not only of the industrial 
worker but of the agricultural worker as well.** Ferdinand Las- 
salle, the great German leader of Socialism, shortly before his 
death criticized the program of Marseilles which proclaimed the 
mutuality of interests of the collectivists and small peasant pro- 
prietors. This, he declared, was to deceive the peasants and to 
encourage disloyalty.*° 


III. THE AGRARIAN QUESTION IN THE INTERNATIONAL 
CONGRESSES OF THE SOCIALISTS 


That the agricultural question was a vital one to European 
Socialists is proved by the agenda and programs of international 
Socialist congresses held in the early nineties of the last century. 
The resolutions of these congresses are also indicative of the 
change in sentiment from the orthodox to the more pragmatic 
viewpoint. At the international congress held at Ziirich in 1893 
resolutions were adopted reaffirming belief in the collective own- 
ership of the soil; declaring, moreover, that “one of the most 
imperious duties of the social democracy in all lands is to or- 
ganize the rural workers as well as the industrial workers, and to 
incorporate them into the great army of universal Socialism.” 
The congress further decided that each national section should 
present a report, at the next international meeting, on the prog- 

“Engels, “La question agraire et le socialisme critique du P.O.F.” (Labor 


Party), Le Mouvement socialiste, No. 43, pp. 391 ff.; also Gatti, op. cit., pp. 
253 ff., quoting from an article by Engels in Neue Zeit (1894), No. 10. 


* Journal des débats (June 11, 1920), XXVII, Part I, 962. 
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ress of propaganda in the fields and, in general, the agrarian 
question in their respective countries.** These reports should 
indicate the methods of propaganda to be used in the respective 
countries in order to appeal most effectively to the different 
classes engaged in farming—agricultural laborers, share-own- 
ers, small proprietors, etc. “The congress decides that, by rea- 
son of its capital importance and the insufficient attention which 
has been hitherto accorded to it heretofore in the international 
congresses, the agrarian question shall have a place in the order 
of the day.” At the International Congress of London in 1896 
the agrarian question was discussed at great length. The con- 
gress resolved that this problem was national, and that national 
statistical committees be appointed for the purpose of “gather- 
ing, collecting, and internationally exchanging agricultural in- 
formation.” The delegates from the various countries differed 
radically.** The British delegates wished that palliative meas- 
ures should be taken for the relief of the unemployed upon the 
land and that agricultural teaching should be introduced into all 
the rural schools. Vandervelde, the chairman of the congress, 
advocated that each nation be free to draw up its own program; 
that this be permitted on only one condition, namely, that no 
nation shall depart from the great aim of Socialism, the transfer 
of the soil from private to collective property; that this problem 
for Socialists is “still in the infantile stage”; and Socialists 
should confine themselves to the end in view, reserving for the 
future the statement of methods. Paul Lafargue said that good 
results had attended the program of the French Labor party 
drawn up at Lille, where neither shareholders nor the small pro- 
prietors had been overlooked. 


** Gand, “Les congrés socialistes internationaux: ordres du jour et résolu- 
tions publieés par le Bureau Socialiste International de Bruxelles,” Société codp- 
érative (1902), Pp. 90. 

** Economic Journal, VI (London, September, 1896), 460-65; Hamon, Le 
socialisme et le congrés de Londres (Paris, 1897), pp. 147 ff.; Seilhac, op. cit., p. 
312. 
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IV. GERMAN SOCIALISM AND THE AGRARIAN PROBLEM BEFORE 
THE CONGRESS OF BRESLAU, 1895*° 


German Socialists were more divided upon this problem 
than those of any other country. Germany had been the home 
of Marxian Socialism, and this, with its Hegelian emphasis upon 
the divinity of the state, had an especial appeal to Germans. 
It was in Prussia that the doctrines of Marx found their first 
supporters. The fact that the French Revolution had no perma- 
nent hold upon Prussia bore remarkable and significant histori- 
cal results. One of the most noteworthy of these was the con- 
tinuance of the feudal state with a feudal landowning class; 
large estates were kept intact and, in spite of the land reforms 
of Stein, serfdom was a concomitant part of the industrial life 
outside of the large cities. The followers of Marx, Engels, Bebel, 
the elder Liebknecht, and Kautsky defended the Marxian as- 
sertions of the doom of small peasant ownership. Born in an in- 
dustrial milieu, Marxian Socialism gained the support of the in- 
dustrial north of Germany, while the agricultural south and 
southwest opposed decidedly the Marxian doctrines in regard 
to land. In the former, particularly in Pomerania, Mecklenburg, 
Oldenburg, and Brunswick, large estates predominated; while 
in the latter, influenced by the French Revolution, small and 
medium landowning prevailed. It was the Socialists of Bavaria, 
of Wurtemberg, of Hesse, and of the grand duchy of Baden who 
first discussed in their congresses the land problem and placed 
prominently in their electoral programs special provisions to win 
the peasants. Among the questions which they asked themselves 
were: (1) which of the rural classes should be made the center 
of their attack? (2) what should be their attitude, particularly 
in regard to the medium landowners—those who were neither 
large landowners nor small peasants? The year 1892 was note- 
worthy in the. history of German Socialism, as it had been in 
that of French Socialism. It was in that year that the Socialists 

* For a summary of German Socialism during this period, cf. David, op. 
cit. (1st ed., pp. 47 ff.; 2d ed., pp. 18 ff.); Gatti, op. cit., pp. 263 ff.; Bordeau, 


op. cit., pp. 319 ff.; Lair, op. cit., chap. iii; Edgard Milhaud, La démocratie social- 
iste allemande (Paris, 1903), chap. iv. 
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of Bavaria adopted an electoral program which was an absolute 
break from doctrinaire Marxianism.’® The Erfurt program of 
the Socialist Democratic party had declared that small industry 
was fatally destined to destruction. In opposition to this view 
the Bavarian Socialists declared: (1) that the Social Demo- 
cratic party should be not only the party of the industrial work- 
ers but also of any group struggling for economic betterment, 
hence it should become the party of the peasants. (2) It is ob- 
jected that the peasant is himself a capitalist. In Bavaria, how- 
ever, nine out of ten peasants cultivate their own farms with 
their own labor and that of their families. They are thus really 
a part of the working proletariat. (3) It is not to the interest of 
the working class that the small peasant should be forced into 
the proletariat. The result would be that the agricultural work- 
ers would be driven to the cities and added to the labor supply, 
with a concomitant lowering of wages. (4) The political inter- 
ests of the Social Democrats demand that the peasants be won 
to their support. A majority can be gained in Bavaria only by 
winning the peasants. Socialists must learn that the peasants 
can be influenced only by immediate reforms. Therefore they 
must inscribe in their platforms measures to protect the peas- 
ants in their individual ownership. (5) Conditions under which 
the Socialists must come to the aid of the peasants are: (a) the 
measures advocated must not be prejudicial to the agricultural 
wage-earners; (4) such measures must not be against the mass 
of the population; therefore the Socialists, unlike the conserva- 
tives, should not favor protective tariffs. Other resolutions in 
this program were state ownership of mortgages (the Socialists 
asserted that this would be of real help to the peasants by lower- 
ing interest rates); state insurance of crops; and laws guaran- 
teeing the maintenance of communal property of all kinds. 

This was, of course, a program of a particular state, but it 
was soon followed by similar platforms in the other southern 
states. In 1890 a Socialist delegate to the Socialist congress at 


” For the Bavarian program, cf. Die Sozialdemokratie im Bayerischen Land- 
tag, 1893 (Niirnberg, 1899), quoted in Milhaud, of. cit., pp. 302 ff. Summary is 
also found in David, op. cit., 2d ed., pp. 27-29. 
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Halle had said there was not a Social Democrat peasant repre- 
sentative. In that year the laws against the Socialists were re- 
pealed. It was inevitable that this problem should be transferred 
from the state congresses to the nationalist congresses of the © 
German Socialists. Placed before the Congress of Cologne in 
1893 it was made the order of the day for the Socialist congress 
at Frankfort-on-Main in 1894. At this congress two reporters 
on the agrarian question were heard: Deputy von Vollmar, a 
great Socialist orator of South Germany, and Dr. Bruno Schoen- 
lank. Both urged a positive program. They asserted that the 
question was not one for doctrinaire discussion; that the peas- 
ants were ready for a program of immediate reforms due to 
their present economic situation as a result of the importation of 
grain, military dues, etc. Von Vollmar declared that nothing 
could be done by offering to the peasants Marxian formulas in 
regard to agriculture; that “against the wishes or without the 
support of the rural population, in a country such as Germany, a 
profound social and political transformation was impossible”’; 
moreover, to advocate the abolition of private property was ab- 
solutely futile. Before addressing the peasants all socialistic 
monographs must be burned; all religious questions abstained 
from. Schoenlank emphasized the necessity of converting the 
small landowners so that they could not be used by the conserva- 
tives to stamp out Socialism. “It is not a question of simple an- 
tagonism, as in the industrial cities, of labor and capital; in the 
country it is a struggle of [private] property versus [private] 
property The medicine of Socialism must be given to 
the peasant in homeopathic doses, otherwise it wi!l kill him. 
.. . .” In spite of opposition from the delegates of North Ger- 
many, resolutions drawn up by Von Vollmar and Schoenlank 
were adopted and a committee was appointed to enlarge the 
Erfurt program for discussion at the next Socialist congress. 
Schoenlank and Von Vollmar borrowed their ideas from the 
French program of Marseilles, the work of Guesde and La- 
fargue. The report of the committee changed the Erfurt pro- 
gram to accord with the Bavarian resolutions. The program of 
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this congress indicates how far Socialists were willing to go to 
win an election, and how far they had strayed from pure doc- 
trinaire Socialism. “It was the negation of communistic revolu- 
tionary ideas. The Social Democratic now ceased to be the 
party of the urban proletariat and became the party of the lower 
and middle bourgeois classes.”’ Its new program caused satirical 
attacks by the opposing party newspapers. 

The Congress of Frankfort had hardly finished when Voll- 
mar, in his report, declared that the decisions of the French 
party at Nantes of that year (1894) had the approval of 
Friedrich Engels. In an article in the German Socialist paper, 
Neue Zeit, Engels denied that he favored a policy supporting the 
peasant proprietorship, which he declared was fatally doomed 
to ruin. Vollmar’s policy, he furthermore asserted, would force 
the Socialist party to preserve small ownership. 

These resolutions of the two Socialists of Southern Germany 
and of the Congress of Frankfort indicate that simon-pure un- 
adulterated Socialism, particularly in regard to the agrarian 
problem, no longer existed. The labels upon the packages guar- 
anteed that the contents were of the old Marxian brand, but the 
contents belied the labels. Upon partaking of the food itself, 
warranted pure and unadulterated, it would be found that it was 
a potpourri—a chop suey mixture—to appeal to every taste. 
The zeal of the Socialists to win at all hazards caused their plat- 
forms to contain planks to appeal to such incongruous elements 
as the industrial workers and the small bourgeoisie in the cities 
and the day-laborers and peasant proprietors in the country. 

During the time intervening between the Congress of Frank- 
fort and the report of its agricultural commission, strong oppo- 
sition developed from the orthodox Marxians. Kautsky, the 
ablest adherent of this group, in Neue Zeit, the official organ, 
strenuously objected to this change in tactics of the Social 
Democratic party. He declared that there was a fundamental 
antagonism between the interests of the small peasant and those 
of the agricultural wage-earner. In some ways, he asserted, their 
interests are identical, but the ally of today may be the antag- 
onist of tomorrow. He opposed the report of the committee on 
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the ground that its aim was to improve the position of the peas- 
ants in a capitalistic régime, whereas Socialism could only look 
forward to the overthrow of that system of society. He further- 
more declared that it would be the height of folly to assume the 
responsibility for new measures in agriculture, as that industry 
was threatened with an immediate collapse. He rejected the re- 
port in its entirety, arguing that it was against economic evolu- 
tion; that the time was inopportune to advocate land reforms; 
that the state assumption of mortgages would increase the taxes 
to be borne by the urban workers. “Our duty to the peasant 
does not consist in rivaling the promises of the agrarians—in 
such a struggle we would always be losers—it is, rather, to show 
that no party is in a position to offer anything worth while to 
the peasants in the existing state of society; and that the only 
party which can produce change is the Social Democratic party, 
because it is the only revolutionary party.” At the next party 
congress at Breslau in 1895 the work of Kautsky and his con- 
fréres bore fruition. In spite of its support by such Marxian 
leaders as Bebel and Liebknecht, this congress rejected the re- 
port of the commission by a large majority. Bebel and Lieb- 
knecht took virtually the same attitude as the Socialists of South 
Germany. The former declared that the Socialists should give 
up their old prejudices and “combat the idea that exploitation 
by the state is hostile to civilization and that it is against evolu- 
tion.” . . . . He said that any aid granted by the state would 
be steps toward further democracy and greater control by the 
people; to object to any interference by the state was Manches- 
terianism. Liebknecht reversed his former attitude, asserting: 
“If the program of the South Germans has been greatly criti- 
cized, modify it if you wish, but don’t reject it.” The resolutions 
adopted by the Congress of Breslau stated that agriculture 
obeyed different laws from industry; that the day laborers ought 
to be favored, and not the peasants; that to maintain the régime 
of private property is to aid in the exploitation of the proletariat. 
The congress recommended that a committee be appointed to 
make a scientific study of agriculture. Bebel and Liebknecht 
were defeated for the first time in any Socialist congress. 
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V. GERMAN SOCIALISM AND AGRICULTURE AFTER BRESLAU, 
1895-1914" 

The commission appointed at the Congress of Breslau never 
reported. The growing interest in the agrarian problem upon 
the part of German Socialists is indicated by the publication of 
numerous books bearing upon this topic by the leading German 
Socialists, the most notable of which was Die Agrarfrage: eine 
Ubersicht iiber die Tendenzen der modernen Landwirtschaft 
und die Agrarpolitik der Sozialdemokratie, by Karl Kautsky, 
1899,” and Die Voraussetzungen des Sozialismus und die Auf- 
gaben der Sozialdemokratie, also published in 1899, in which 
Eduard Bernstein summarizes agricultural statistics of various 
western European countries and the eastern part of the United 
States and shows that middle and small landowning was increas- 
ing. In the same year appeared the monograph of Otto Hertz, 
Die agrarischen Fragen im Verhdltnis zum Sozialismus, in which 
he virtually takes the same attitude as Bernstein. In 1903 ap- 
peared the first edition of the monumental work of Eduard 
David, Sozialismus und Landwirtschaft. The author had been 


a member of the agricultural commission of the Socialists of 
1894-95. David opposes strenuously the doctrines of Marx and 
his followers in Germany. Marx held that in all production 
three things are necessary: (1) labor; (2) raw materials; (3) 
implements or tools with which the worker operated on the raw 
materials. He placed the soil under the third category. David, 
however, holds that since the soil grows of its own substance, 


For the Congress of Breslau, cf. “La question agraire et le congrés de 
Breslau,” Revue socialiste, XXIII, 170 ff. 


" A criticism of Kautsky’s work from the viewpoint of a moderate German 
Socialist will be found in David’s articles: “Kritische Bemerkungen zu Kautsky’s 
Agrarfrage,” Neue Zeit (1899-1900) I, 228 ff. and 260 ff. That Kautsky has en- 
tirely changed his former attitude is shown in his most recent book, The Labor 
Revolution (English ed., New York, 1924). In this he says: “Now we have seen 
that in the other branches of production the conditions for the realization of So- 
cialism are as well developed as the need for it is urgent. In agriculture, on the 
contrary, the march of economic development produces neither the one nor the 
other in adequate measure. We are constrained to admit that in this sphere large 
holdings have not yet supplanted small holdings. This is a menacing reef to 
Socialism” (p. 227). 
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without the operation of labor, it is just as much to be consid- 
ered raw material as an instrument. Industrial transformation 
of materials, he says, is a mechanical process; agricultural pro- 
duction is an organic process. He claims that there are several 
important differences between industrial and agricultural proc- 
esses. Among those which he enumerates are: (1) In industrial 
production there is continuity until one article shall have been 
finished; in agricultural, there are seasonal breaks. (2) In agri- 
culture there is a change in the kind of work. This is not so true 
in industry. (3) Work cannot be systematized upon the farm in 
the same manner as it can be in industry. (4) Nature sets the 
tempo of agricultural labor. (5) Since land is, for agriculture, 
not only a place of work but also raw material, the amount that 
can be produced is limited by the amount of land. (6) The 
quantity of industrial production can be rapidly increased, but 
not so rapidly agricultural production.” The Marxians held that 
there is a waste of building materials and building sites in the 
system of small holdings. David, on the other hand, claims that 
the small proprietor has the advantage over the large proprietor 
in the upkeep of his buildings, and that he builds more cheaply 
than the large owner.** He furthermore asserts that the cost of 
production increases as the distance of the worker from his 
work increases. Marx held that division of labor similar to that 
in industry would take place in agriculture. David attacks this 
statement by saying that labor on the land is so different from 
labor in industry that division of labor can take place only on a 
small scale. “One cannot be planting all the year or harvesting 
all the time.” Specialization stultifies the mind; in agriculture 
there is the greatest diversification of work for the same indi- 
vidual. The separation of brain and manual labor, together with 
the lack of all personal interest, produces the result that labor 
on large estates is of a poorer average quality than on the small 
farms.** David denies that the changes anticipated by the Marx- 
ians in the introduction of steam and electrical machinery have 
™ David, op. cit. (2d ed.), pp. 72-77. 
* Ibid., pp. 108-11. * Ibid., pp. 146-53. 
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taken place.* He advocates the establishment of agricultural 
experiment stations and a greater development of agricultural 
education. “The best way to overcome any prejudice against 
the schools is to establish agricultural experiment stations in 
connection with them and to teach the things which are neces- 
sary to successful farming. David is not absolutely opposed to 
the use of any child labor in agriculture; he makes fun of Kaut- 
sky’s adherence to an eight-hour day for adult agricultural la- 
bor. He asserts that the introduction of machinery has not in- 
creased the working day of the worker upon the farm as it has 
that of the worker in the factory. Socialism has failed to win the 
farm laborers because of its doctrinaire assumptions. “The sta- 
ble boy, . . . . the hireling, as well as the free laborer with his 
own tiny property, see today only the one familiar path to social 
emancipation, ascent into the class of peasant proprietors.” 
David advocates workers’ and peasants’ co-operative associa- 
tions as means of bettering the social and economic position of 
.both workers and peasants. He cites the results of co-operation 
in several western European countries. Germany, he says, must 


follow the example of Denmark in establishing co-operative buy- 
ing and selling associations. David sums up by stating that So- 
cialism must appeal to the rural classes if it wishes to win. “The 
conquest of the mass of practical peasants is indispensable to 


the winning of political power.’”*’ 


The result of the publication cf this work, the writings of 
the reformist Socialists, together with the agricultural census of 
1907, which disproved the contention of the Marxians that peas- 
ant holdings would disappear, was the appointment of a new 
agricultural commission by the Socialists to study the agricul- 
tural situation and formulate a program for Socialism. The war 
prevented this from being done. 


VI. GERMAN SOCIALISM AND AGRICULTURE SINCE THE WAR 
Since the war of 1914-18 strenuous efforts have been made 
by the Social Democrats in Germany to win the peasants to 


* For summary, cf. ibid., pp. 250-57. 
* Ibid., pp. 324-28. * Ibid., p. 703. 
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their party. How little effect these attempts have had upon the 
political ideas of the farming population is shown by the fact 
that those states in Germany where agriculture is the predomi- 
nant industry are still the bulwarks of the monarchists. East 
Prussia, Baden, Bavaria, and Hesse all favor the restoration of 
a monarchy. Division amiong these monarchical groups prom- 
ises the maintenance of the republic in Germany as in the Third 
French Republic during the presidency of MacMahon.”* 

The soldiers returning from the front at the close of the war 
demanded a new existence. The pressure for settlement upon 
the land was strengthened by the congestion of the unemployed 
in the cities. Conditions developed similar to those resulting 
from the Industrial Revolution in England. The need of greater 
food production demanded greater intensive cultivation of the 
soil. In 1919 the Chancellor of the German Republic appointed 
Max Sering to his cabinet and intrusted him with drafting a 
homestead law. Sering had distinguished himself as the author 
of numerous monographs upon the land problem in Germany, 
and had been for years a strong advocate of the breaking up of 
the larger estates and the settlement upon the land of the urban 
proletariat. The Homestead Act of 1919 came as a result of his 
labors. The agricultural classes of Germany, similar to the mid- 
western farmers in the United States, demand some means of 
furthering the equalization of agriculture with that of other 
forms of industry. The Homestead Act of August 11, 1919, ar- 
ranges for settlement upon the land in several different ways: 
(1) division of the state domain into small holdings; (2) devel- 
opment of moor and waste land; (3) seizure by the state of pri- 
vately owned lands by the right of eminent domain. In Prussia 
the Socialists favored laws dividing the large estates. On De- 
cember 15, 1919, there was passed the Prussian Homestead Act, 
which arranges for the sale or leasing of the large estates to 
workers, small farmers, and homesteaders. The Assembly of the 
German Republic passed, July 31, 1919, the Kleingarten und 
Kleinpachtordnung especially for the development of small gar- 


* Contemporary Review (December, 1925), p. 719. 
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den plots in the vicinity of large cities. In 1921 there was estab- 
lished the central committee of the Small Garden Association 
whose aim was the development of garden cities. Its slogan is 
“No Dwelling without a Garden.” 

By means of the Homestead Act, which was passed through 
the aid of the Socialists, the soil becomes the property of the 
settler by a lease with purchase rights. Means are provided to 
protect the settler in case he is unable to make good his pur- 
chase. He is, furthermore, protected by a statement in the law 
which says that the settler cannot be deprived of his property 
as long as he and his family live on the land and work it. Articles 
153 and 155 of the Weimar constitution guarantee this. Article 
153 states that land ownership is guaranteed by the constitu- 
tion, and expropriation is to take place only in the interests of 
society as a whole. The constitution forbids the use of land for 
private parks and similar luxurious purposes. The state can ex- 
propriate land which is being used simply for the purpose of dis- 
play. The laws for settlement upon the land to be expropriated 
divide into several groups: (1) lands sold during the war and 
not cultivated directly by the owner, (2) lands which have 
changed owners several times in the last twenty years, (3) lands 
which have been poorly managed, (4) lands which have not 
been occupied by the owners during the larger part of the year, 
(5) extremely large estates (property in excess of 247 acres is 
liable to confiscation), (6) lands which were formerly small 
farms but which in the last twenty years have been added to 
large estates. How far the Social Democratic party has drifted 
from its former doctrines is indicated by the passage of these 
homestead laws through the aid of Socialists. 

The Socialist congress held at Gorlitz, September, 1921, 
shows the pragmatic tendency of the Social Democratic party. 
“The Gérlitz program, unlike those that preceded it which 
seemed to have been designed for eternity, is for the here and 
now. It is plainly impatient with those who would spend their 
time in lengthy discussions of the theories of Socialism 
Instead, reform work and concentration upon present-day prob- 
lems are stressed, and a considerable number of ‘unrevolution- 
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ary aims’ have been put in the foreground.” It is a hopeful 
sign for the future that a radical party as a result of experience 
has changed as has the Social Democratic party in Germany. 


VII. SOCIALISM AND AGRICULTURE IN FRANCE, 1895-1914 


Not as marked changes in Socialist sentiment were notice- 
able in France as those already discussed in regard to Germany. 
Clemenceau was once told that he must have Socialist support 
should he ever gain the premiership. To this he replied that So- 
cialism in France could never have any influence during his life- 
time. 


Looking only at the towns, you may think otherwise, though even there 
I consider the progress of Socialism overrated. The overwhelming majority 
of French voters are country voters. France means rural France, and the 
peasants of France will never be Socialists All the time their one 
idea is property; to possess, to own, to provide a good portion for the 
daughter; to secure a good and well dot-ed wife for the son, always prop- 
erty, ownership, possession, work, thrift, acquisition, individual gain. So- 
cialism can never take root in a soil such as this Preach nationaliza- 
tion of the land in a French village and you will barely escape with your 


From the latter part of the nineteenth century it became the 
increasing aim of the French Socialists to win the peasants to 
their party. In order to do this the Socialist leaders decidedly 
changed their tactics. One of the chief arguments of the oppo- 
nents of Socialism was that Socialists were opposed to religion; 
that they were atheists. Socialists, in their speeches to the peas- 
ants, now asserted that there was nothing in Socialist doctrine 
opposed to religion; that some Socialists go to church; others do 
not.** The change in the attitude of French Socialists is shown 
in a memorable debate held in the Chamber of Deputies in 1897. 
Jaurés and Delvaille spoke for the Socialists; Deschanel, later 
president of France, in opposition. Jaurés, as early as 1887, had 
taken a stand in favor of the small peasant. At the session of the 

* Emil Frankel, “Present-Day Tendencies in German Socialism,” Journal of 
Political Economy (February, 1925), pp. 60 ff. 

* H. N. Hyndman, The Record of an Adventurous Life, pp. 294-95. 

* Leon De Seilhac, Le monde socialiste (Paris, 1904), pp. 252 ff. 
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chamber of deputies, March 8, 1887, Jaurés brought in resolu- 
tions: (1) In a democracy, a protective tariff should operate 
only to the profit of the workers. (2) If a policy of protection 
for agriculture is desired, precautions ought to be taken to as- 
sure its benefits to the agricultural workers, farmers, and ten- 
ants.** Jaurés, January 22, 1893, was elected in an agricultural 
district by a large majority over his conservative rival. His elec- 
tion showed to what extent he had been able to appeal, as a So- 
cialist, to the peasantry. Shortly after his election a member 
of the right had introduced a bill exempting from taxes estates 
upon which there were no buildings. Jaurés spoke against this 
bill and reviewed the whole question of agricultural taxation. 
He asserted that in times of crisis as much as one-fourth or one- 
third of an estate might go for taxes. “We persist,” he said, “in 
demanding that . . . . the land tax on property not leased 
which overwhelms the small owner who works the land himself 
. should be suppressed at once [and replaced] by a heavy 

surtax on the large estates.’”** In 1894 a law was passed by the 
Senate organizing rural credit for farmers. Jaurés opposed this 
law as an illusory reform, and stated that betterment of agri- 
cultural conditions demanded more thoroughgoing reforms, such 
as the entire reform of taxation, so as to free the tenants, small 
owners, and agricultural workers from the heavy burden of tax- 
ation.*® The recent demands of mid-western American farmers 
and their representatives in Congress for legislation by the ap- 
pointment of a foreign export commission to control the agricul- 
tural surplus were early paralleled in the speeches of Jaurés. 
He demanded the fixing of prices so there should be a reasonable 
profit for the farmer. In years of plenty the state should sell at 
a sacrifice, using the profits of other years as a reserve.** In his 
debates during the year 1897 Jaurés summarized for the Social- 
ists their attitude in regard to agriculture, especially their rela- 

* Jean Jaurés, Discours parlementaires, I (Paris, 1904), 190-91. 

* Zévaés, op, cit., p. 145. 

“ Jaurés, op. cit., “Chambre des députés” (July 8-10, 1893), p. 468. 


* Ibid., I, “Chambre des députés” (October 27, 1894), pp. 790-811. 
* Ibid., I, 538-88. 
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tions to the small farmer.*’ He said that some of the Republi- 
cans Claim that protection will bring salvation to the small farm- 
er; others, bimetallism. The Socialists, contrary to the leaders 
of the Republicans, such as the Premier Méline and Deschanel, 
recognized that the small farmer was in bad straits. The first 
reform necessary was the organization of the rural world. Sal- 
aried workers should be represented in agricultural associations; 
agricultural experts should be appointed in each rural commune. 
He asserted that private property would be maintained in a So- 
cialist régime as much as in the present capitalistic system; the 
only difference being that the peasant would be freed from usu- 
rious loans and mortgages and from speculation. Jaurés made a 
severe attack upon the absentee landlord, claiming that only 
one-third of the soil was owned by those who cultivate it. He 
predicted that the Socialists would be in power within ten years 
and that the agrarian question would be one of its first preoccu- 
pations; that the Socialist would, in the first place, increase 
agricultural production by increasing the economic power of 
France; that this would be done by abolishing the struggle be- 
tween big and small business and that between the farmer and 
his workers. He asserted that Socialism was more interested in 
the production of wealth than in the distribution of wealth. 
Some of the reforms which Jaurés advocated were: (1) legal 
representation in agricultural associations by laborers; (2) min- 
imum wages for agricultural workers; this, he said, was a com- 
plex question and was not possible for all grades of rural indus- 
try; (3) establishment of unemployment insurance for agricul- 
tural workers. For the peasants he supported: (1) reduction of 
military service, (2) reform of the tariff, (3) reforms in regard 
to mortgages. “If you wish the peasants to live,” he said, “the 
nation must take under its own charge a part, at least, of the 
debt under which the small landowner is laboring. This must be 
transferred into a credit with an interest less than he pays to- 
day. The nation must loan him the money at a lower rate of in- 


* Journal officiel chambre des députés (June 26, 1897), p. 1688, col. 3; July 


3, 1897, p. 1801, col. 3; M. Bourguin, Les systémes socialistes (Paris, 1904), pp. 
61 ff. 
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terest, or he will succumb ” (4) Authorization for the 
communes to purchase farm machinery and to loan it at cost 
prices to the small cultivator. He asked the young men in the 
chamber, Poincaré, Deschanel, and others, what they had done 
for the farm laborer and the peasant. He asserted that the peas- 
ant can only become a force in the state by two things: (1) or- 
ganization in the same way as urban workers; (2) harmony of 
work with the industrial workers. He said that French history 
shows that the peasants would have been powerless without the 
aid of the middle class in the towns. “I hope,” he exclaimed, 
“vou will not accuse me of having a double face—one toward 
the cities, the other toward the country. We have one complete 
thought which ends in the establishment of real ownership un- 
der a new form by the workers of the soil as well as the workers 
in industry.” Furthermore, Jaurés said that his first aim was the 
individual—the right of the individual to develop himself in his 
liberty. His opponents claimed that he exaggerated the distress 
of the peasant. “It is a question of point of view. If you state 
that in a nation semicivilized, semihumanized, the peasant does 
not suffer, I shall reply, probably not; that, in some cases, this 
is probably true. But there is this difference between us. We do 
not measure civilization by the highest, but by the lowest.” 

Deschanel, in his answer to Jaurés and the Socialists, at- 
tacked them for having two viewpoints. He asserted that the 
Socialists had always foretold the disappearance of the peasant, 
and proved by statistics that this was not true. In regard to 
mortgages, Deschanel claimed that mortgages were not always 
an evil; that they were sometimes the “way to prosperity”; that 
the number of seizures had diminished from 31,000 in 1889 to 
26,000 in 1894. He asserted, moreover, that the agricultural 
proletariat was diminishing; that laws would be passed to abol- 
ish speculation; that co-operation would eliminate useless mid- 
dlemen.** 

The agrarian question assumed, henceforth, a more impor- 
tant place in the agenda of French Socialist congresses. Had the 


“Chambre des députés (July 10, 1897); Paul Deschanel, La question so- 
ciale, 2d ed. (Paris, 1898). 
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war not intervened it is difficult to say whether the Socialists 
might not have gained the peasants to their fold. Méline, former 
premier of France, asserted that the Socialists were now chang- 
ing their tactics. “The leaders of the party, who for a long time 
had restricted their energies to the towns, where they found a 
soil better fitted to their purpose . . . . have at last realized 
that their efforts shattered themselves against the wall of gran- 
ite presented by the democracy of the country districts. Their 
plan, now well known, has been to seize hold of the peasant by 
his strongest feelings and to make use of his love for the land to 
turn him against the present order of things.”*® At the congress 
of the Socialist organizations held at Paris, December 3-8, 1899, 
resolutions were unanimously adopted favoring assistance to the 
farm workers in their attempts to organize.*® At the Fourth 
General Congress of the French Socialist party at Tours in 1902 
resolutions were adopted advocating (1) a state system of agri- 
cultural credit; (2) subsidies to rural communes to purchase 
farm machinery and to construct warehouses; (3) extension of 
arbitration to rural laborers; (4) insurance against sickness, ac- 
cidents, and disability, and old-age pensions and unemployment 
maintenance for all workers—industrial, commercial, and agri- 
cultural. One of the delegates had instructions from his federa- 
tion to oppose the general strike, as it “would embarrass the 
men who are conducting campaigns among the peasants.”** The 
Congress of Limoges, November, 1906, drew up a resolution ap- 
pointing a committee composed of one member from each feder- 
ation to study agricultural conditions. The results of the inquiry 
should serve the purpose of elaboating a program of immediate 
agrarian reforms and the publication of pamphlets to set forth 
the Socialist aims to the peasants. At the Congress of Nancy, 
the next year, Socialists were requested to respond to the ques- 
tionnaire in order that the committee might report at the next 


* Jules Méline, The Return to the Land (New York, 1907), pp. 221 ff, 

“ Congrés Général, tenu a Paris du 3 au 8 Décembre, 1899, Compte rendu 
stenographique officiel, pp. 383-84. 

“ Quatriéme Congrés Général du Parti socialiste francais, tenu @ Tours du 
2 au 4 Mars, 1902, Compte rendu officiel (Paris, 1902), passim. 
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congress.** This committee recommended that the Socialist 
party “conduct an incessant campaign by the press, pamphlets, 
meetings, etc among wage-earners, share-farmers, and 
small farmers to induce them to enter the Socialist party.” The 
committee also advocated that it should bring in a report of 
agricultural reforms to present to the peasants. As a result a 
questionnaire was drawn up and 20,000 copies printed for dis- 
tribution. At the next two congresses discussion of the report 
was postponed to future congresses. Compére-Morel, the chair- 
man of the committee, in an article discussing the aims of the 
Socialists, said that neither general formulas nor revolutiorary 
phrases should be brought to the peasants, but an immediate 
program of specific reforms, such as the price of their products, 
' the question of loans and mortgages, the purchase of fertilizers, 
etc. As a result, the report drawn up by the committee consisted 
of a series of specific reforms: (1) extension to farm laborers 
of social insurance; (2) ten-hour day and sixty-hour week for 
agricultural labor; (3) minimum wage fixed by collective bar- 
gaining between employers’ and employees’ associations; (4) 
regulation of work of women and children; (5) Sunday rest; 
(6) laws improving housing conditions of farm labor; (7) cre- 
ation of agricultural arbitration boards; (8) laws prohibiting 
charging share-tenants with more than half the crop; (9) laws 
regulating cost of justice and succession; (10) nationalization 
of mortgages in favor of the small proprietors. Other reforms 
advocated were laws lowering the cost of transportation of farm 
machinery, fertilizers, etc., nationalization of the manufacture 
of alcohol and sugar, establishment of municipal slaughter- 
houses, and municipalization of milk depots, bakeries, etc.“ 
Very few of the proposals were specifically Socialist. Many of 
the proposed laws had been favored by the liberal parties. 


VII. SOCIALISM AND AGRICULTURE IN FRANCE SINCE THE WAR 
During the period of, and succeeding, the Great War, nu- 
merous books and pamphlets were published upon this subject 


“ Lorris, “La France socialiste,” in Ency. Soc., pp. 253-57; Lair, op. cit., 
P. 35. 
“ Revue socialiste, LI, 273-76. 
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by French Socialists. The most prolific of these writers was 
Compére-Morel, who published numerous monographs upon the 
relation of Socialism to agriculture. He had been secretary of 
the commission appointed by the Socialist congresses in 1908 
and 1909. In addition he had debated in parliament upon this 
subject. His books contain more detailed discussions of the re- 
port of the agricultural commission.** Many of the demands of 
the Socialists, as voiced by Compére-Morel, are similar to the 
recent proposals of the farmers in the United States. In a recent 
speech former Governor Lowden, of Illinois, advocated govern- 
ment aid for the establishment of co-operative associations and 
the formation of an export commission to aid in selling the agri- 
cultural surplus and the conservation of surplus crops or their 
manufactured products “to serve society in deficit years.”*° 

French Socialists claim that the rural exodus to the cities 
appears “as the organic phenomenon of the capitalistic régime,” 
and that its results are wholly evil. In 1866 the agricultural 
population in France, they claimed, was 53.1 per cent of the 
total population; that it had decreased to 46.6 per cent in 1886, 
and to 45.5 per cent in 1891.*° They assert, furthermore, that 
the peasant formerly stuck to the soil because he could divide 
his time between farming and domestic manufacturing; that 
this movement to the cities results in congestion and the creation 
of an urban proletariat who bring back to the country radical 
ideas. Other reasons given for rural depopulation are: (1) re- 
turns from the land are not as great as from industry; (2) it 
costs less to establish a business than to establish a great do- 
main which would give a return similar to that received from in- 
dustry. The opponents of Socialism, on the other hand, assert 
that this exodus is not a wholly bad phenomenon; that the real 
reasons for the decrease in the rural population are (1) falling 

“ Compére-Morel, La programme socialiste des réformes agraires (Paris, 
1919), and other works by Compére-Morel. 

“ Chicago Tribune (January 14, 1926). 

“ Paul Louis, Les étapes du socialisme (Paris, 1903), pp. 329 ff. summarizes 
the causes of the rural depopulation as: (1) rupture between industry and agri- 


culture; (2) agricultural crises; (3) easier access to the cities; (4) better wages 
in urban industry and easier life. 
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birth-rate; (2) rural workers are becoming small proprietors; 
(3) the landowners themselves, because of difficulty of obtain- 
ing workers, aid the process of transforming laborers into the 
class of peasant proprietors.*’ They claim that a similar exodus 
took place from 1862 to 1882, and that this did not materially 
decrease production as it forced the farmer to adopt more sci- 
entific methods. The result was a rise in wages and better condi- 
tions for the workers who remained upon the land. They assert 
that agricultural wages during thé period increased between 28 
and 80 per cent.** 

In 1919 the Socialists issued an appeal to the peasants. The 
Socialist party, it said, is also a peasants’ party. “For all, it de- 
mands the maximum of well-being with the maximum of liberty 

. . it does not oppose those small owners who themselves 
are producers.” Its program was virtually the program of Com- 
pére-Morel.*® In its preamble the appeal declares to the small 
farmers: ‘You are deceived when you are told that the Socialist 
party is the enemy of the rural masses You are told 
that we wish to destroy brutally the land made fertile by fruitful 
labor. It’s a lie.” 

The General Confederation of Labor hoped to gain the aid 
of the peasants in forming labor unions among the farm work- 
ers. The advocacy of the eight-hour day did not gain any sup- 
port from the agricultural laborers. This organization pre- 
sented a series of reforms of an unrevolutionary character in 
order to appeal to the farm laborers. Among them were im- 
provement of housing conditions, establishment of accident in- 
surance, Sunday rest day. Its most extreme proposals were the 
extension of the eight-hour day to farm labor and the creation 
of labor inspectors for agriculture." The “C.G.T.” had not for- 
merly been interested in agricultural workers. In the early nine- 
ties agricultural associations had been established among the 


“D. Zolla, Revue des Deux Mondes (October 1, 1912), pp. 645-48. 

“ Ibid., pp. 658-62. 
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farmers. Their purpose was to oppose the establishing of unions. 
They did not include the rural workers, but consisted of the 
small peasants and great landowners. Their aims were: to im- 
prove farming; to defend agricultural interests in politics; to 
aid in the introduction of better machinery; and to organize 
co-operative marketing.** In 1900 the “C.G.T.” had discussed 
the unionizing of agricultural workers, but showed no real in- 
terest. In 1919 the situation had changed. They now hoped to 
gain to their ranks not only the farm laborers, but the share- 
holders and the small peasants. At the Congress of Lyons dur- 
ing the same year (1919) a most elaborate program of oppor- 
tunistic reforms was presented. It said that unionizing of work- 
ers could not succeed without the aid of the peasant owner. 
The efforts of the Socialists and the Syndicalists to win over 
the peasants since the war were futile. In 1919 the number of 
paid members in the Socialist party had increased to 115,000. 
In 1920 the secession of the Communists reduced the number 
to 55,000.°* In the case of the agricultural workers there has evi- 
dently been an increase in the unions affiliated with the General 
Federation of Labor (The “C.G.T.”). At the Congress of Or- 
leans, in 1920, there were 11,228 members in agricultural un- 
ions. The first congress of agricultural workers held during the 
same year at Limoges, however, repudiated membership in the 
General Federation of Labor. It supported association with the 
small farmer and opposition to the great landowner. In France 
agricultural workers have the legal right to form unions. The 
laws of 1898 and 1899 have provided for insurance in case of 
accident caused by motors. The order of the day of the Cham- 
ber of Deputies, December 23, 1921, claimed that agriculture in 
France has always held as its first aim the betterment of farm 
labor; that the Chamber would adopt international legislation 
favorable to that class of workers. The French minister of agri- 
culture opposed the eight-hour day in agriculture, proposed by 
the International Labor Congress, as impossible due to seasonal 


“H. W. Wolff, “Agricultural Syndicates in France,” Quarterly Journal of 
Economics, VIII (1893-94), 98-102. 
* Lair, op. cit., p. 65. 
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changes. The French government has asked the World Court to 
define the jurisdiction of the International Labor Conference in 
its attempts at regulation of labor conditions in agriculture.” 
“Up to now,” says a contemporary writer, “the progress of agra- 
rian Socialism [in France] . . . . has been slow, painful, in the 
sense that a very few of the rural population have declared open- 
ly for it; that is to say, that its propaganda has been entirely 
unfruitful.” In spite of this fact there is, nevertheless, still a 
great deal of discontent among many of the agricultural class, 
particularly the peasants, renters, shareholders, and day-labor- 
ers. The peasant soldier, on his return from the war, has been 
disappointed with what he has found. “His sense of private 
property has increased, far from being enfeebled.” The peas- 
ants and shareholders are opposed to large holdings and are in- 
sisting upon their division. The farm laborers are comparing 
their conditions with that of the labor class in the cities. To this 
extent Socialist and Syndicalist propaganda has attained its 
goal.°° The peasants believe in approaching their problems from 
a pragmatic viewpoint, and are equally opposed to Socialism 
and laissez faire. Whether the Socialists in France can capital- 


ize this rural discontent only the future will show. 


GILBERT GIDDINGS BENJAMIN 
State UNIVERSITY OF Iowa 


™ Ibid., pp. 71 ff. 

™ For a discussion of the attitude of French Syndicalism in regard to agri- 
culture, cf. Martin Saint-Léon, Syndicalisme ouvrier et syndicalisme agricole 
(Paris, 1920). 





SOME NOTES ON MARKETING FUNCTIONS 


The teaching of marketing involves three factors (aside from 
producers and consumers): commodities, middlemen, and functions. 
In the developing of courses in marketing three methods of approach 
have been used, each placing particular emphasis upon one of these 
factors. The commodity approach at first consisted in studying dif- 
ferent commodities—wheat, cotton, tobacco, live stock, hardware, 
groceries, drugs, dry goods, etc.' The next development consisted in 
grouping the commodities into raw and manufactured products.? A 
later development is the classification of commodities according to 
use, rather than origin, into industrial and consumers goods.* The 
middleman approach consists in studying the operation of various 
types of middlemen, or, as called by some, “market institutions.” 
This method came into use rather early* and is still widely used. The 
functional approach consists in the study of the functions or services 
performed in the marketing of commodities and in the operations of 
middlemen. 

The first method takes up commodities and considers the methods 
used, middlemen involved, and services performed in the marketing 
of each commodity or group of commodities. The second method 
takes up the various types of middlemen and considers the commodi- 
ties handled and functions performed by each type. The third method 
takes the function as the basis of study and considers the functions 
involved in the marketing of various commodities and the functions 
performed by the various types of middlemen. 

The purpose of this paper is to discuss the functional approach, 
and not to discuss the relative merits of the different methods of ap- 
proach. A function is a service, an act, or an operation. The func- 
tional approach to the study of marketing calls attention to the fact 
that functions must be performed; that different middlemen may per- 


*See Grover G. Huebner, Agricultural Commerce, 1915. 

*See C.S. Duncan, Marketing: Its Methods and Problems, 1920. 

* Melvin T. Copeland, Principles of Merchandising, 1924. 

“See first edition of Ralph Starr Butler, Marketing Methods and Policies, 
Alexander Hamilton Institute, 1917. 
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form the same function; that the elimination of a middleman may not 
eliminate his functions, but merely transfer them to others; and that 
a function may be performed once or many times in the marketing 
process. It involves a consideration of who can perform each function 
to best advantage. It is valuable in a critical analysis of the present 
marketing system and in making suggestions for improvements. 

The teachers of marketing are not entirely in agreement as to 
what services or operations should be listed as functions. Weld, Cher- 
ington, Ivey, and Clark® each list the following seven functions: as- 
sembling, storing, assumption of risk, financing, rearrangement (stand- 
ardizing and grading), selling, and transportation. There is a slight 
difference in nomenclature. What Weld calls rearrangement, Chering- 
ton and Ivey call grading and Clark calls standardization. Weld and 
Clark include under rearrangement (standardization) services which 
have been listed by other writers as three separate functions—grading, 
packing, and dividing. 

Vanderblue,® after reviewing the development of the functional 
approach to the study of marketing up to 1921, listed ten functions, 
including, in addition to the seven listed above, buying, dispersing, 
and assorting. Macklin,’ writing in the same year, listed eight func- 
tions: assembling, grading, packaging, processing, transporting, stor- 
ing, financing, and distribution. Since he divided distribution into two 
parts—selling and dividing—he really included nine functions. The 
writer® in 1924 listed nine functions: selling, assembling, dividing, 
standardizing and grading, packing, transporting, storing, financing, 
and risk-taking. 

All of these writers include assembling, storing, financing, grading, 
selling, and transporting. All except Macklin include risk-bearing. 
There is less agreement as regards the other functions. Macklin alone 
lists processing. Vanderblue lists buying, dispersing, and assorting. 
Macklin and the writer are alone in listing dividing as a separate 
function. Macklin lists packaging as a function, while the writer lists 

°L. D. H. Weld, “Marketing Functions and Mercantile Organizations,” 
American Economic Review, VII (June, 1917), 306-18; Paul Cherington, The 


Elements of Marketing, 1920; Paul Wesley Ivey, Principles of Marketing, 1921; 
Fred E. Clark, Principles of Marketing, 1922. 


*Homer B. Vanderblue, “Functional Approach to Study of Marketing,” 
Journai of Political Economy, XX1X (October, 1921), 676-83. 


* Theodore Macklin, Efficient Marketing for Agriculture, 1921. 
* Paul D. Converse, Marketing Methods and Policies, 1924. 
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packing. A part of this difference is due to a difference in the concept 
of the functions performed in the marketing process, and a part is due 
to a difference in the definitions of terms used. Since there is little dif- 
ference of opinion concerning financing, risk-bearing, transporting, 
and storing these are not discussed in this article. 

Assembling was defined by Weld as “the seeking out of sources, 
the making of business connections whereby commodities may be 
bought, and the study of marketing conditions so that they may be 
bought at the lowest price possible It involves all services 
connected with buying.’® This definition has apparently been ac- 
cepted by most of the later writers. Assembling does not include trans- 
portation, storing, financing, risk-bearing, or grading. These are listed 
as separate functions. Should buying:be listed as a separate function? 
The question here arises: Is there buying that is not assembling? Is 
buying a broader term? A purchase at retail is not ordinarily thought 
of as assembling, but the object of the consumer is to assemble a vari- 
ety of products for consumption. A factory buys a machine, perhaps 
only one machine at one time, but the factory is assembling equipment 
for the operation of the plant. The wholesaler and retailer are assem- 
bling goods for resale. But how about a speculative purchase—one 
speculator buying from another? Or a peddler buying all his goods 
from one jobber? Can he be said to be performing the assembling 
function? Is buying, in these last two instances, synonymous with 
assembling? Apparently not. All assembling is buying, but all buying 
is not assembling! Should buying then be substituted for assembling 
on the ground that it is a broader term? The objection to this is that 
the word “buying” does not suggest to the average person all that is 
suggested by the word “‘assembling.” To say that the jobber performs 
a buying function does not convey quite the same meaning as to say 
that he performs an assembling function. Nevertheless, buying should 
be substituted for assembling if it is a more accurate term. Buying 
involves the determination by the buyer of his needs, the finding of 
sources of supply, the negotiation of contracts, and the transfer of 
title (except where goods are leased, and here a contract for the lease 
must be made). Buying is thus the converse of selling. 

The terms “standardization” and “grading” have been used to de- 
note one and the same function. Perhaps it is more accurate to say 
that they refer to two aspects of the same function. Standardization 


* Weld, loc. cit. 
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refers to the drawing up of rules as to quality, size, etc., while grading 
refers to the actual work of sorting in accordance with these rules. 

Selling is one of the most important and expensive of the market- 
ing functions under the present economic system. There seems, how- 
ever, to be some difference of opinion as to just what is included in the 
selling function. Weld’® says: “Selling involves both creating a de- 
mand for the goods and getting the goods into the hands of the pur- 
chasers.” Getting the goods into the hands of the purchasers would 
seem to be a transportation function, unless reference is made to get- 
ting them legally into the hands of the buyer—the transfer of title. 
Clark" seems to consider selling purely a matter of demand creation, 
“the purpose of selling is to find a market.” Horner’* gives the follow- 
ing analysis of selling: (1) advice to buyer as to kind and quality of 
goods and place where they can be bought; (2) creation of effective 
desire; (3) determination of price; and (4) determination of the 
terms on which the sale is to be made. 

Selling involves demand creation by personal salesmanship, adver- 
tising, or display of goods; the negotiation of the sale—agreement on 
price and helping the buyer select the specific goods—and the transfer 
of title, or the legal side of selling. A large part of the time of many 
salesmen is taken up with non-selling duties. This is especially true of 
retail salespeople, who devote a large part of their time to dividing 
and packing (wrapping) goods and filling out sales slips (recording). 
Credit and delivery services are given as means of increasing sales. 
They undoubtedly do so, but delivery is transportation, while credit 
belongs in part to financing and in part to risk-taking. 

Dispersing does not seem to the writer to be a separate function 
unless it means dividing. If the term is used to denote the getting of 
goods from the central markets into the hands of the ultimate con- 
sumers it would seem to be a process made up of several functions— 
dividing, transporting, storing, selling, financing, and risk-taking. If 
dispersing is used in this sense then it is a process and not a function. 
The marketing of many products is made up of two processes—con- 
centrating and dispersing—each of which involves several functions. 
Concentration means the bringing of goods together in central mar- 
kets, and involves transportation, buying (assembling), financing, 


* Loc. cit. 
™ Loc. cit. 


* John Thurman Horner, Agricultural Marketing, 1925. 





SOME NOTES ON MARKETING FUNCTIONS 381 


risk-bearing, and oftentimes grading and storing. Dispersion means 
the getting of the goods from the central markets into the hands of 
the ultimate consumers and, as just stated, involves dividing, trans- 
portation, selling, storing, financing, and risk-bearing. 

Assorting is defined by Vanderblue" as “the preparation of a vari- 
ety of goods.” It is difficult to see how this can be considered as a 
marketing function. He lists standardizing separately. If by assorting 
he refers to the production of goods, then it is not a part of marketing, 
while if he refers to the purchase of a variety of goods by a middleman, 
this would seem to be buying (assembling). 

Processing is apparently a producing and not a marketing func- 
tion. It effects a change in form and hence creates form utility. Mar- 
keting deals with the creation of place and time utilities and hence 
does not include processing. The miller, who makes wheat into flour, 
and the packer, who turns steers into beef, both have important mar- 
keting functions to perform, but as processers they are manufacturers 
and not marketers. 

Is packaging a marketing or a production function? Many goods 
must be packed in order to be marketed. They must be put into boxes, 
sacks, bales, bolts, barrels, baskets, bottles, etc., in order to be handled 
in the marketing process. Other goods have their values increased by 
placing them in cartons. But may not the placing of such products in 
the cartons be properly classified as a part of production? The pro- 
ducer may conduct a market analysis to ascertain what to produce, 
but this does not mean that the actual production is a marketing func- 
tion. Is it not just as much a part of production to place the goods in 
the proper containers as it is to produce the proper kind of goods? The 
public may prefer goods of a certain color, style, or flavor. Such goods 
are produced. The public may prefer goods in certain sized or shaped 
packages, or goods with brightly colored, lithographed labels on the 
containers. The goods are so prepared. Should not this preparation be 
considered as a producing, rather than a marketing, function? 

A distinction may be made, however, between placing goods in 
such containers and wrapping or crating in order to effect delivery. 
The retailer must wrap many of his wares after dividing and weighing 
them. The manufacturer must often crate his goods in order that they 
may be transported. Dividing and transporting are both considered as 
marketing functions. It would then seem to be logical to consider 


* Vanderblue, loc. cit. 
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packing as a marketing function. This would lead us to draw a distinc- 
tion between packaging—placing goods in containers in which they 
are to be sold to the ultimate consumer—and packing, the wrapping 
and crating necessary for delivery. The first would then be considered 
as a part of production and the latter as a part of marketing. 

Some may object to this on the ground that it is drawing too fine 
a distinction and that packaging and packing should be considered 
together and as one function. Others may argue that packing should 
be considered as a part of the transportation function, since goods are 
packed to facilitate their transportation. In spite of these objections 
the distinctions made above seem to be logical, and if logical should 
be accepted.** 

Dividing is apparently properly listed as a separate function. Di- 
viding, it is true, is often involved in grading, but there is much divid- 
ing that is not grading. Many wholesale and retail dealers divide goods 
and resell in smaller quantities without performing a grading function. 
This is one of the important functions which they perform for their 
customers and occupies a large part of the time of many shipping 
clerks and retail salespeople. 

The marketing functions, then, are: buying (including assem- 
bling), storing, risk-bearing, financing, standardizing and grading, 
selling, transporting, packing (as distinguished from packaging), and 
dividing. 

Paut D. CONVERSE 

UNIVERSITY OF ILLINOIS 


“In some instances packaging diminishes the amount of packing necessary 
farther along in the marketing process. For example, the consumer sometimes 
accepts packaged goods from the retailer without further wrapping. In such 
instances it could be argued that packaging by the manufacturer serves the same 
purpose and takes the place of packing by the retailer. In most cases, however, it 
appears that goods are packaged by the manufacturer to increase their salability, 
and not to lessen packing farther along the line. 





THE UNIFORM MORTGAGE ACT* 


The fifth tentative draft of the Uniform Mortgage Act as finally 
amended? is the result of the labors of a committee appointed in 1920 
by the National Conference on Uniform State Law. Previous move- 
ments toward this end were defeated in 1911 and 1920. It is so drawn 
that with slight changes the provision in respect to trust mortgages 
can be excluded, or certain sections or parts can be made into separate 
acts. The act has been carefully drawn, and corrected after thoughtful 
study and discussion during a period of four years. The task has been 
especially difficult owing to the many and diverse interests affected. 
In addition, the committee has undertaken to do more than codifica- 
tion, formulating new legislation for better law. 

The act consists of a section of definitions,* including such as were 
formerly in Part IV of previous drafts, and four parts. Part I contains 
general provisions pertaining to all mortgages; Part II deals with 
power of sale foreclosure and redemption; Part III gives short forms; 
and Part IV gives rules for the interpretation and effect of the act. 

Three sections of Part I are particularly important. A mortgage 
is regarded as a lien at all times,* thereby adopting the view held by 
the majority of states. The right to possession and to rents and profits 
is denied the mortgagee, or purchaser at sale, until after foreclosure 
and the expiration of the redemption period, even though there is a 
contrary agreement. Possession with consent, however, may be re- 
tained until the obligation is fulfilled.® 

The right of the mortgagor to possession, rents, and profits is 
slightly restricted by a provision for a receiver prior to sale upon ap- 
plication of the mortgagee when the security is reduced in value by 

*Concerning mortgages of real property and their foreclosure, Handbook 
(1925), p. 627. 


*The act was not approved at the annual meeting at Detroit, Handbook 
(1925), p. 303. There is a movement, however, to have the action taken by the 
conference reconsidered at the meeting this year. 


* Section 1. 


“Section 2,I (Section 2, Part I. Section and Part are expressed thus 
throughout). 


° Section 2, IT. * Section 2, III. 
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any cause so as to be inadequate,’ or the mortgagee may act in that 
capacity if the premises are abandoned and the facts would justify the 
appointment of a receiver.* While the new provision for the mortgagee 
to constitute himself receiver will be useful in reducing costs and de- 
lays, yet the condition upon which he may do so raises a question of 
rightful entry and of liability if it is improper. 

The lien of a mortgage, if not renewed of record, is terminated ab- 
solutely at the expiration of a period of fifteen years.° The period 
cannot be extended otherwise than by record. This section in its pres- 
ent form should prove to be very effective in removing the mortgage 
as a lien or a cloud on the title. 

Some other sections prescribe rules where there is a diversity of 
law. An unaccepted tender made after maturity does not of itself dis- 
charge the lien.*° A mortgage securing future advances has priority 
for such advances as of the time of giving the mortgage, unless such 
advance is optional and made with knowledge of another encum- 
brance."' This is the prevailing view, and has a practical advantage in 
instances such as building loans. Subject to the effect of the recording 
acts, a mortgage has the same freedom from defenses as the instru- 
ments secured.’* The equality rule is adopted, in the absence of con- 
trary agreement, as to rights under separate secured notes.'* 

The remaining sections of Part I permit a foreign representative, 
giving record evidence of authority, to act in regard to the mortgage 
of the estate;** provide for reinstatement of the mortgage where the 
principal or part thereof has become due by reason of an acceleration 
clause, upon a proper payment or tender;** subject the purchaser’s 
interest to attachment, the lien of judgments, levy, and execution, the 
same as real property;** and impose a criminal liability for inten- 
tionally injuring or defrauding mortgagee or purchaser by impairment 
of the premises.** 

Part II contains provisions over which there is the most contro- 
versy. In regard to the power of sale foreclosure, there are three sec- 
tions of particular interest. A mortgage, informally drawn and with- 
out a conveyance, if it contains a power of sale, may be foreclosed by 
the record owner of the mortgage.’* This permits simple forms of 


* Section 3, I. * Section 5. * Section 9. 

* Section 3, II. * Section 6. * Section ro. 
* Section 11. * Section 7. * Section 12. 
* Section 4. ™ Section 8. * Section 13. 
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mortgages. Among the conditions specified is that the mortgage and 
assignments thereof must be recorded.’® This keeps the record title 
clear and prevents unauthorized foreclosures. Notice of the sale must 
be mailed to each known interested party, and a right to damages is 
given injured parties due to non-compliance with this requirement.*° 
This appears at first to be unsatisfactory, but as failure to send proper 
notices does not affect the foreclosure and places no undue hardship 
on the mortgagee to protect himself, no strong objection can be urged 
against it. In case of waste or danger thereof a receiver may be ap- 
pointed during the redemption period.”’ If the facts justify a receiver 
and the premises are abandoned the mortgagee may act as receiver.** 
This provision is similar to one found in Section 3, having the same 
value and raising the same questions. 


Other sections provide for foreclosure by an agent with record 
evidence of authority;** require publication of notice at certain peri- 


ods ;** specify the contents of the notice of sale;** set forth the proce- 
dure of the sale;** require a certificate of sale, containing certain 
facts, which operates as a conveyance if there is no redemption;** 
direct the disposition of the proceeds of the sale;** provide for per- 
petuating evidence of the foreclosure;*® state the costs and attorney’s 
fees;*° and permit the purchaser to protect his interest by paying 
taxes, insurance, interest, or principal due on prior encumbrance, 
which is added to the amount necessary to redeem.** 

Redemption may be made by the mortgagor within one year after 
the date of sale.** Whether the period of redemption should precede 
or follow the sale is a question most likely to provoke discussion.** It 
is believed, however, that the plan as outlined will prove satisfactory. 
Redemption by the lienors is in succession; the first, within ten days 
after the expiration of the period of redemption, and the others, within 


five days after the time allowed prior lienors.** A certificate is received 
and recorded.** If the mortgagor redeems, the sale is annulled and the 


premises left subject to liens as before sale, while a redemption by a 
lienor operates as an assignment of purchaser’s interest,** thus giving 


* Section 13, ITI. * Section 16. 

® Section 17. * Section 15. ® Section 21. 

™ Section 23, I. * Section 18. ” Section 22. 

™ Section 23, II. * Section 19. * Section 24. 

* Section 14. * Section 20. ™ Section 25, I. 
™ See the Michigan Law Review, June, 1925. 

* Section 26, I. * Section 27. * Section 28. 
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him title under the sale. This section removes any doubt as to effect 
of redemption on liens. It also requires that any surplus value ac- 
quired by the last lienor be credited upon his lien. 

Two sections protect the mortgagor if there are doubts as to the 
mortgage and right to foreclose. He may enjoin the sale,*’ or, failing 
to do that, bring an action to redeem from or set aside the mortgage 
or sale.** No action to set aside a sale will be allowed unless brought 
before the purchaser has taken possession, occupied the same, and 
paid taxes for three years, or, without possession, has paid taxes for 
five years during which time there is no occupancy by the mortgagor.*® 

The remaining sections provide for recovery of possession after 
redemption period;*°® specify that foreclosure for an installment ex- 
hausts lien on the part sold;* state that any authority to mortgage 
implies authority to include power of sale;*? give instances when 
power is not revoked;** prescribe forms which may be used in fore- 
closure; ** and provide that mortgages may also be foreclosed by suit 
or action in court, and for the application of the redemption features 
in this act to such foreclosure.*® 

Part III is devoted exclusively to short forms: a uniform short 
form mortgage** and a uniform short form trust mortgage,** both con- 
taining the usual mortgage covenants and having the same statutory 
construction. There are also forms of assignment, satisfaction and dis- 
charge, and partial release.** 

The Uniform Mortgage Act has been indorsed by the National 
Association of Real Estate Boards, American Title Association, Asso- 
ciation of Life Insurance Counsel, Farm Mortgage Bankers Associa- 
tion, and Counsel for Federal and Joint Stock Land Banks. It pro- 
vides for a simple and efficient method of foreclosure, creating better 
titles. It affords economy of time and money. It is fair to the mortga- 
gee and amply protects the lienholders. It relieves the courts, shortens 
records, and promotes uniformity. These features should impress all 
parties concerned; consequently, when presented to the states, early 
and favorable action on the part of the legislatures can reasonably be 
expected. 

UNIVERSITY OF CHICAGO Dwicut A. Pomeroy 


* Section 34. “ Section 32. “ Section 36. 
* Section 29. “ Section 33, I. “ Section 37. 
* Section 31. “ Section 33, II, III. “ Section 37A. 
“ Section 30. “ Section 35. “ Section 38. 





BOOK REVIEWS AND NOTICES 


SOME RECENT PUBLICATIONS ON COAL REVIEWED 


The year 1925 witnessed the publication of several volumes re- 
lating to the American coal problem. Most important among these are 
the Report of the United States Coal Commission,’ What the Coal 
Commission Found,’ Devine’s Coal,’ Hamilton and Wright’s The 
Case of Bituminous Coal,* and Goodrich’s The Miners’ Freedom.’ In 
addition to these, Lubin’s Miners’ Wages and the Cost of Coal should 
be mentioned, for, though published in 1924, it is a valuable source of 
information on certain points not covered so fully in any of the other 
publications here mentioned.® 

The Report of the Coal Commission was awaited with great inter- 
est by those who had not been fortunate enough to avail themselves of 
the various studies and findings in mimeographed form. The Com- 
mission was an able one, as commissions go. It had among its mem- 
bers a number who had achieved distinction as engineers, as adminis- 
trators, or as research men. Moreover, an unusual number of experts 
on different phases of the subject to be investigated found place on the 
Commission’s staff. Among these Tryon, Dennison, Willits, Hotch- 
kiss, Drury, and Thompson may be mentioned. With the aid of its 
large and competent staff the Commission was able to analyze and pre- 
sent in usable form most phases of the coal problem in spite of the fact 
that its life was limited to some eleven months. 

* Report of the United States Coal Commission. 5 Vols. Washington: Gov- 
ernment Printing Office, 1925. Pp. 2719-+516. 

* Edward Eyre Hunt, F. G. Tryon, and J. H. Willits (eds.), What the Coal 
Commission Found. Baltimore: The Williams & Wilkins Co., 1925. Pp. 416. 

* Thomas Edward Devine, Coal: Economic Problems of Mining, Marketing 
and Consumption of Anthracite and Soft Coal in the United States. Bloomington, 
Illinois: American Review Service Press, 1925. Pp. 448. 

“Walton H. Hamilton and Helen Wright, The Case of Bituminous Coal. 
New York: Macmillan Co., 1925. Pp. 310. 

* Carter Goodrich, The Miners’ Freedom: A Study of the Working Life in a 
Changing Industry. Boston: Marshall Jones Co., 1925. Pp. 189. 

*Lubin’s Miners’ Wages and the Cost of Coal was reviewed in this Journal 
for December, 1925 (Vol. XX XIII, pp. 693-94). 
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The report of the Commission was printed in five parts or vol- 
umes. Part I contains several reports, issued from time to time, ending 
with the final report with recommendations for legislation, the report 
of the efficient secretary, Mr. Hunt, and an excellent index to the con- 
tents of the several volumes. Part II contains some eighteen “detailed 
studies” of anthracite. Parts III and IV contain similar studies of bi- 
tuminous coal. Part V, a folio of 516 pages, is an atlas of statistical 
tables. Thirteen special reports prepared for the Commission, some of 
them of great value, were not published at all, or only in summary 
form. Nor were the numerous briefs filed with the Commission pub- 
lished by it, but most of these are available in printed form. 

The Commission’s “economic investigations” covered cost of pro- 
duction, investment and profits, and the wholesaling and retailing of 
coal. The “labor investigations” covered wage rates, intermittency of 
employment, labor turnover, labor relations, earnings, living condi- 
tions, and cost of living and retail cost of food. The “engineering in- 
vestigations” covered production, transportation, and distribution of 
bituminous and anthracite coal, with the subtopics of waste of coal, 
coal storage, underground management, and safety in mining. The de- 
tailed investigations centered in the subjects indicated. 

The reports submitted by the Commission’s experts have added 
materially to our factual knowledge of the several phases of the coal 
problem. The facts relating to production, rates of pay and earnings, 
turnover, absenteeism, waste and excess capacity in bituminous, mo- 
nopoly control in anthracite, competition between union and non-un- 
ion bituminous fields, labor policies and actual labor administration, 
failures of the operators and miners to arrive at new agreements with- 
out frequent suspensions, and much else have been covered with good 
result, the condition of records and the time available for the collec- 
tion and study of data given due consideration. However, Lubin, in 
his excellent volume on Miners’ Wages and the Cost of Coal, has car- 
ried his researches into the bad rate structure much farther than did 
the Coal Commission. Nor did the Commission in its report present 
as fully as it might have the details of the agreements and the princi- 
ples laid down by the adjustment machinery for the control of rela- 
tionships in the two branches of the industry. Nor, again, did the 
Commission give as much attention as it might have to the place occu- 
pied by the federal and state law and the courts in explaining why so 
much of the bituminous industry is non-union. 
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Many recommendations, positive and negative, were made by the 
Commission. The check-off had been a bone of contention for several 
years... The organized miners have had it in the bituminous fields and 
have long wanted it in anthracite. The operators, on the other hand, 
have in later years wished to rid themselves of the check-off in the soft 
coal fields, especially the check-off of assessments for the union’s “de- 
fense fund,” and have stoutly and successfully opposed its introduc- 
tion into anthracite. While the Commission felt that any attempt to 
eliminate the check-off where it now obtains is scarcely worth the 
trouble, it in general opposes that method of collecting union revenues 
and fines on the ground that the union should not depend upon the 
operators for its administrative work, but should use the direct col- 
lection of dues and assessments in order to bring itself into close con- 
tact with its members. 

The Commission recommended against the incorporation of trade 
unions, which had been urged by operators, and also against the com- 
pulsory arbitration of disputes, which had been regarded as necessary 
by many persons and organizations, the demand for it being stated in 
emphatic terms at times of prolonged strikes and a shortage of fuel. 

With reference to the incorporation of unions, the Commission 
expresses doubt as to whether, under the existing state laws, incorpo- 
rated organizations would have a responsibility differing materially 
from that of the unincorporated. It also calls attention to the decision 
in the famous Coronado case, and (without noting state court rulings 
to the contrary) states that this “case not only decides that a union is 
a legal entity for the purposes of responsibility for torts, but also holds 
that a union voting a strike renders itself responsible for acts growing 
out of the strike, just as a corporation would be held responsible for 
the acts of its officers, and that the union funds can be reached direct- 
ly through a suit for damages, just as the property of a corporation 
can be.” With reference to imposing pecuniary responsibility upon 
the union for the observance of contracts, the Commission states that 
ordinarily neither the operators nor the miners desire “that wage con- 
tracts shall be specific enough to be legally binding through judicial 
enforcement.” Throughout its reports it holds that agreements must 
be elastic enough to provide room for adjustment as situations 
change. To this the Commission might have added that the assump- 
tion made by those who favor incorporation or laws making unions 
suable, that the employer is responsible for the observance of contracts 





390 BOOK REVIEWS AND NOTICES 


while the union is not, is usually incorrect. With few exceptions the 
employer has been as legally free as the union to breach collective 
agreements, because they have been entered into under duress, or are 
lacking in the element of mutuality, or tend to monopoly, or are con- 
trary to public policy when they provide for the employment of union 
members only, or for a number of other reasons found in the decisions 
of our courts. It might have called attention also to the tax legal re- 
sponsibility for the observance of contracts would place on “give and 
take” in collective bargaining, and the premium it would place upon 
indirection, craftiness in the drafting of agreements, and direct action. 

The Commission’s negative recommendation with reference to pe- 
cuniary responsibility will be approved by practically all students of 
industrial relations. So will its recommendation against the compul- 
sory arbitration of industrial disputes in the coal industry, though the 
industry is vitally affected with the element of public interest. With 
reference to this the Commission says: “We recommend against com- 
pulsory arbitration as a means of preventing a national strike, because 
we do not believe in discretion-made law in either the industrial or 
political fields, and because there is no way to enforce a compulsory 
award which does not involve enforced operation or enforced labor.” 
“The best approach to a remedy for the evils of the general strike will 
not, in our judgment, be found in an immediate resort to drastic pro- 
hibitory measures.” This judgment is certainly substantiated by a 
correct interpretation of the experience of various countries which 
have resorted to compulsory arbitration. 

To meet the problem presented by strikes in the coal industry the 
Commission recommended “the combination of continuous investiga- 
tion and publicity, with the possible resort to mediation at the instance 
of the president.” It recommended “continuous investigation and pub- 
licity by the federal government of the basic facts upon which indus- 
trial relations depend.” It recommended also that agreements should 
be self-renewing, except when one party or the other gives due notice 
of changes it desires to have made in a provision or provisions of the 
existing agreement as a condition of renewal. Such notice, it was sug- 
gested, should be given at least ninety days previous to the expiration 
of the agreement in effect. If conference over changes desired by the 
parties in interest should prove unsuccessful, a report of disagreement 
should be made to the president at least sixty days before the expira- 
tion of the contract. The president would, thereupon, through his 
agents, immediately inquire into the matters at issue and secure a re- 
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port and award thereon. “The award would or would not be made 
public as the president would deem wise in the particular circum- 
stances. It should be the purpose of such a report to focus upon the 
negotiators the irresistible moral pressure implicit in their joint obliga- 
tion to furnish the public with coal.” In brief, then, the recommenda- 
tion of the Commission is that there shall be investigation and report 
before existing contracts expire, not compulsory investigation and 
award with ban on strikes, as under the Canadian Industrial Disputes 
Investigation Act, declared unconstitutional last year, or compulsory 
arbitration as practiced in Australasia and a few other countries. 

The Commission was thoroughly alive to the fact that if there is 
to be peace, good will, and efficient production in the coal industry 
they will be effected chiefly by other agencies and methods than gov- 
ernment intervention through arbitration machinery. These will 
come, if they come at all, chiefly as a result of the exercise of good 
judgment and the development of a constructive attitude by the op- 
erators and miners. The industry can and should reform itself. Bad 
rate structures must be revised; recommendations are made with that 
in view. The workers’ standard of living must be protected when there 
is little demand for coal; unemployment compensation and the stabili- 
zation of mining operations are recommended. The details of labor 
policy and of labor administration have not been appreciated and 
properly developed by the union or by a majority of the operators; 
numerous suggestions are made in the reports on industrial relations 
in the two branches of the industry bearing upon these matters. The 
deficiencies in the government and administration of the union are 
frequently referred to, and “more attention to the training of superin- 
tendents, foremen, and assistant foremen in problems of management, 
especially in dealing with labor under union agreement,” is specifically 
urged. The introduction of a labor commissioner and other aids to the 
operators in a way paralleling the administrative machinery of the un- 
ion is urged in the interest of unity of action, soundness of policy, re- 
sponsibility, and efficient administration. Standardization of the ad- 
justment machinery so as to have a permanent umpire under each 
agreement, and the rendering of decisions without undue delay are 
recommended. And there is much else of similar import which will ap- 
peal to those well versed in problems of industrial relations as being 
very properly emphasized and showing appreciation of the problems 
in coal and, at the same time, exhibiting sound judgment. 

The Commission would attack the problems of monopoly profits 
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in anthracite and of differential gains, not through price regulation 
or nationalization of the mines, but through publicity of costs, prices, 
and profits, and through the machinery of taxation. In this connection 
it may be said that the analysis of problems of costs and profits bris- 
tles with difficulties, partly because of inadequate records and of di- 
versity of accounting practices, and that, as was to be expected, the 
reader will find the results arrived at by the Commission’s experts in- 
definite and disappointing. 

There are two overwhelming problems in the soft-coal industry. 
One of these is found in the great excess in mines developed and in op- 
eration, and in at least 200,000 more miners than are needed. The 
other is found in the unequal competition between the union and the 
non-union fields, which presents a tremendous problem to both the 
union operators and the United Mine Workers. 

How the overdevelopment came about is explained by the Com- 
mission, and a number of suggestions are made in an effort to find a 
solution for it. It is recommended that public need be shown before 
the government consents to the development of its coal-bearing public 
lands. Recommendations are made concerning freight rates and the 
supplying of coal cars. These are both well taken and important. 
And still other recommendations made by the Commission bear direct- 
ly or indirectly upon this problem of overdevelopment and irregular 
operation. But after all has been said in this connection, one leaves 
the report of the Commission with the feeling that little relief would 
be found in the suggestions made. And, at the same time, the Com- 
mission recommends technical changes (such as the use of the load- 
ing machine) which would inevitably make for still greater excess of 
capacity and perhaps still greater irregularity of operation. The prob- 
lem of overexpansion in the soft-coal industry will be solved only with 
great difficulty and much hardship and loss. 

The non-union territory, now considerably more extensive than a 
few years ago, threatens the organized part of the bituminous industry 
and perhaps the life of the miners’ organization itself. How this sit- 
uation developed is clear enough. The Commission devoted consid- 
erable attention to the problem and made recommendations concern- 
ing it. The most outstanding thing bearing upon the matter is the 
Commission’s view that the obstructive practices of the non-union op- 
erators (use of spies, restrictions on assembly, and abrogation of fun- 
damental rights) are mistaken, and that if the union is to be success- 
ful in its effort at organization, it will be because of service rendered, 
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not violence and related practices. All that is said in this connection is 
true enough. Nevertheless the reviewer feels that the Commission has 
not appreciated the important part the federal and state law and ad- 
ministration and the courts have played in developing the existing sit- 
uation and in handicapping the progress of organization. Nothing 
could have been more important than a complete investigation of this 
phase of the coal problem; the failure of those charged with the re- 
sponsibility for government should have been definitely and emphat- 
ically dealt with; positive recommendations bearing upon what the 
law should be and how it should be administered should have found a 
conspicuous place in the Commission’s report. It is most of all at this 
point that the reviewer has been disappointed in the work and recom- 
mendations of the Coal Commission. The Commission did not recom- 
mend complete unionization. Perhaps it thought that the public is 
safer with a good share of the bituminous industry on an open-shop 
basis. Certainly the union has not given the so-called “public” reason 
to expect good and continuous service. 

Space does not permit a fuller statement of the results of the in- 
vestigations made, nor does it permit mention of still other recommen- 
dations and suggestions. In conclusion it may be noted that the report 
submitted was a unanimous one. But the Commission consisted of 
six experienced representatives of the “public,” and it was guided by 
the recommendations made by its experts as they investigated their 
special problems. 

It was approximately a year and a half after the dissolution of 
its Commission, and after much pressure, that a neglectful Congress 
provided for the publication of the report submitted to it. Hence ap- 
proximately two years elapsed between the completion of the Com- 
mission’s investigations and the publication of the results. Perhaps 
more because of this delay in printing and the uncertainty as to pub- 
lication at all than for any other reason, a group of experts, under the 
leadership of Secretary Hunt, published, early in 1925, What the Coal 
Commission Found. In this volume most phases of the coal problem 
investigated for the Commission were set out in summary form, for 
the most part by the experts in immediate charge of the investigations 
made: Tryon, Wing, Black, Obenauer, Drury, Willits, Thompson, 
Lesher, and others. The summaries are usually concise but adequate; 
the findings are set out accurately and intelligently; not a little of the 
volume consists of quotations from the report; at one or two points 
where time had permitted a fuller study of data collected the sum- 
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mary goes beyond the report as finally published. The volume has 
some defects of organization, but on the whole it has been well done. 
The non-specialist may be expected to use What the Coal Commission 
Found rather than the Commission’s report. 

Dr. Devine was a member of the Coal Commission. His Coal, 
“while not a summary or digest of the Commission’s reports, is based 
upon them.” Part I is introductory and deals with the coal supply, 
substitutes for coal, mine ownership, operators, miners, dealers, and 
other “characters.” Parts II and III deal with the various phases of 
the anthracite and the bituminous industries, respectively. Part IV 
has to do with the transportation and marketing of coal. In Part V, 
“A National Policy,” the author discusses remedies, “dubious” and 
otherwise. The dubious remedies are nationalization, trustification, 
price-fixing, union incorporation, and compulsory arbitration. The 
discussion of these several suggestions and the views expressed are in 
entire harmony with what is to be found in the Coal Report. Like- 
wise, the remedies that are not dubious are those suggested by the 
Coal Commission, but these are presented in a somewhat different or- 
der. The book contains numerous graphs and illustrations, is inclu- 
sive, “popular,” and well written. For the layman and the average 
reader it is the best book relating to the coal problem in its several 
phases. 

Hamilton and Wright’s The Case of Bituminous Coal is a book of 
a different sort. It is analytical, not devoted to piling fact upon fact. 
Moreover, it does not, except incidertally, deal with remedies. “It is 
analytical, not constructive. It is limited to an analysis of the current 
situation and of prevailing tendencies.” As a publication of the Insti- 
tute of Economics, it was preceded by Lubin’s Miners’ Wages and the 
Cost of Coal, and it is to be followed by a volume which will include a 
discussion of programs for reconstruction. 

In the words of the authors, the objective of The Case of Bitumi- 
nous Coal is “to lay bare the current position and the future prospects 
of a great public service.”” The competitive system in coal, somewhat 
modified, is on trial. How does it meet the demands of consumers for 
continuous service at fair prices? How does it meet the demands of 
investors? What sort of life and what sort of living does it provide for 
miners and management? 

Except in emergencies the industry has provided an ample supply 
of coal, but the exceptions are not unimportant. Coal is supplied, 
however, with a great deal of waste, because drawn from high-cost as 
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well as low-cost mines, and because the industry has been greatly 
overexpanded. And the industry is of such a character that it does not 
easily or quickly provide the necessary correctives, as a good competi- 
tive industry is supposed to do. The consumer has some basis for 
complaint in respect to both quality and price. 

“The workers have even more reason to be dissatisfied with the 
results of the competitive régime in the coal industry,” for “it has 
failed to give them the means to a good life.” Employment and earn- 
ings vary greatly from season to season and from year to year with 
the swing of the business cycle. The earnings of miners average as 
well as the earnings of certain other groups of industrial workers, but 
the average covers a great inequality in opportunity for earnings, not 
only because of differences in the time the mines run, but also be- 
cause of a bad rate structure. In respect to other factors in the lives 
of the miners and their families the situation is no better. 

Nor has the industry been a good one from the point of view of 
the investor. A large part of the waste has been at the expense of 
the investors rather than the consumers. 

Such is the “spotted actuality.” With a comprehensive knowl- 
edge of the facts about coal, but without marshaling them more than 
is necessary, the authors analyze the industry as it has served each of 
the groups with claims upon it. “The failure of free enterprise [in 
coal] has touched all who draw their livings from coal mining or who 
look to it for means of keeping industry going.” 

With chapter v, Hamilton and Wright turn to an examination of 
the prospect of the future and deal specifically with the new tech- 
nique which would involve “factory production” as against the “do- 
mestic system” which generally obtains in coal mining. Not steadily, 
but surely, the new technique, the new order, is coming. The tech- 
nician sees in it, perhaps, a panacea for the coal problem. Not so the 
authors of this book. While the new technique will make for cheaper 
coal and eliminate much waste, it will still further increase the excess 
capacity of our mines, will carry with it many instances of bankrupt- 
cy, will make work and earnings more irregular for the group of 
miners as a whole, will undermine skill and experience to an extent, 
and tend to lower the rates of pay, will involve a partial relocation of 
the industry, and will make it even more difficult than it now is for the 
union to hold its place. The revolution, now slightly under way, would 
add to the sum total of problems in coal. 

This is too brief and too partial a summary to do justice to the 
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book. It is an excellent piece of analytical work by two able econo- 
mists. The economic theorist will find in it much for careful considera- 
tion when developing his theory. 

Goodrich’s brilliantly written little book, The Miners’ Freedom, 
deals with the “quality of the working life” in the mines of the past 
and present and in the mines of the future as new organization and the 
new technique develop, as they more or less haltingly, but surely, will. 
He thus interests himself in a generally neglected factor which he 
would have given more consideration than it has had, or is likely to 
have, at the hands of management interested in costs and profits 
and of the union interested chiefly in the number of jobs, regularity 
of employment, and wages. 

In its “indiscipline” or freedom from close supervision and re- 
straint, mining has presented a strong contrast to factoryized indus- 
tries. Indeed, in its “indiscipline” it has been unique. This “indisci- 
pline” finds its explanation in part in the organization and technique 
of the industry, in part in the ideas of the miners as they have devel- 
oped in association on the gob pile, on the way into, or out of, the 
mine, and in the more or less isolated mining village. The miner has 
been an isolated piece-worker under an underground cottage system 
of production; he has been engaged on a rough sort of craft work; he 
has received the minimum of supervision in the details of what he 
does. Hence, if a miner or loader, he has had his workplace as his per- 
sonal possession. He has had unusual freedom in coming and going 
and in remaining away from work altogether. He has to a large extent 
used his discretion in the details of his mining and loading. As a piece- 
worker, he has applied himself more or less energetically as he liked. 
As a piece-worker, he has always been relatively secure in his job. 
With unionization security has been gained in still greater degree, and 
many “rights,” such as that of an “equal turn,” have been definitely 
established. These and related things have constituted the miners’ 
freedom. It has been the privilege of the piece-worker especially, but 
it has been shared in large degree by the company men as well. It 
has been so highly prized by the miners that they do not fit readily 
into other systems of work. 

But an industrial revolution, which will perhaps be long drawn 
out, impends. Already, quite independent of any change in technique, 
isolated cases are found in which organization in undergoing change, 
work is being divided into narrower processes, and much closer super- 
vision is being developed. The new technique in loading-machines and 
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much else is also appearing here and there, and there is much talk of 
the “impending great push forward.” What will be the effect on the 
character of the miner’s job, on his system of pay, on the comparative 
freedom from restraint, and on the miner’s “rights” as the “factory 
system” in coal develops? This is the main question to which the au- 
thor addresses his attention. The outcome will depend to a consider- 
able extent upon the attitude of the union—if the union is able to 
maintain itself in the revolutionized situation. But, in any event, the 
old “indiscipline” must give way to a new discipline as the new or- 
ganization and the new technique replace the old. Whether a new and 
different freedom is developed depends much upon the union, which, 
as the struggle develops and spreads, is likely to concern itself chiefly 
with jobs and wages as of more pressing importance than the quality 
of the working life. 

The author’s analysis is exceedingly well made. His emphasis 
upon the “quality of the working life” is well taken, “for men are alive 
even during working hours.” Perhaps as important as anything, he 
brings the reader into close touch with the miner as a thinking and 
feeling and reacting fellow. 

H. A. MILtIs- 


UNIVERSITY OF CHICAGO 


The Agricultural Crisis, 1920-23. By R. R. ENFIELD. London: 
Longmans, Green & Co., 1924. Pp. xi+211. $3.50. 

This is a work on the post-war agricultural depression, with spe- 
cial reference to English agriculture. Its four chapters, entitled “The 
Crisis,” “The Cause,” “The Effect,” and “Stabilization” trace the 
course of the great agricultural depression, mainly in terms of price 
series, attribute its cause primarily to the unwise administration of 
financial institutions during the war and post-war years, and set forth 
as cure and preventive of similar disasters in the future a combination 
of the regulation of credit and the adoption of a comprehensive mar- 
keting program along the lines followed by some of the leading Ameri- 
can agricultural co-operative organizations. It is not, perhaps, too 
much to say that the treatise begins with the quantity theory of 
money and ends with “commodity control.” 

The author believes that the ups and downs in commercial and 
industrial activity may be controlled by means of regulating the body 
of circulating medium. Specifically, he attributes the fall in prices to 





398 BOOK REVIEWS AND NOTICES 


the efforts of our Federal Reserve Board in 1919 and 1920 to arrest 
further expansion of credit, and thereafter to their alleged efforts to 
hasten liquidation, or, as he terms it, deflation, and similar efforts in 
England to induce deflation, mainly from the motive of restoring the 
gold standard. 

It is true that in some passages the author modifies this rather ex- 
treme view of the fundamental causes of the depression. He says, for 
example (p. 66): “While it would be wrong to attribute the whole 
fall in the general level of prices directly to the steps taken with the 
object of restoring the gold standard, it cannot be denied that these 
steps helped to set in motion those innumerable happenings which con- 
tributed to the trade depression.” However, one gets the impression 
from the book as a whole that the author conceives that agriculture, as 
well as other industries, would have been spared the disastrous effects 
of a fall in prices if efforts had been made in time to prevent the con- 
traction of credit. 

This seems an extreme view, even for a quantity theorist. It is in- 
conceivable that, either in this country or in England, the effects of 
the recent boom period with its frenzy of profit-seeking could have 
resulted in other than a depression something like what actually ma- 
terialized in spite of any efforts put forth by the authorities in control 
of the banking systems. 

One interesting point brought out by the mass of price statistics 
presented by the author is the fact that, whereas in the United States 
agricultural prices in the crisis of 1920 fell farther, and recovered at 
first much more slowly, than those of other commodities, in England 
the reverse was true. Though noting this difference in the behavior of 
prices in the two countries, he seems not to find its real cause. It 
would seem that an adequate consideration of this point might have 
led the author into a more complete and accurate explanation of the 
agricultural crisis. 

He undertakes to show that agriculture suffers more severely than 
most industries from violent changes in the price-level—that is, from 
alternative periods of inflation and deflation—first, because of the 
fact that in farming a longer time elapses between the laying out of 
the money and the reaping of the reward; in other words, that industry 
has an unusally slow turnover which creates a lag in the movement of 
wages and other causes behind the movement of produce prices. Sec- 
ond, he contends that rising prices tend to bring an increase in pro- 
ductive areas, particularly in the agricultural surplus countries, largely 
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because of inadequate knowledge of the volume of production on the 
part of the large number of independent agricultural producers. 
Finally, he holds that while in certain lines of agriculture adjustment 
may be made quickly, in most lines such adjustment, particularly 
toward a smaller volume of output, is both difficult and slow. His con- 
clusion, therefore, is that agriculture cannot run a safe course except 
on the basis of stabilized prices. 

While all this is admittedly true, it does not explain the peculiar 
situations that have existed with reference to American and English 
agriculture in the last ten years. It seems evident that agricultural 
prices in American fell below other prices and recovered more slowly 
because the market for American agricultural products was more se- 
verely affected by the war than was the English farmers’ market. On 
the other hand, English industry was the more severely depressed as a 
result of the war and the general depression because its market was 
more vitally affected by the outcome of these phenomena than was its 
agriculture. Both American agriculture and British industry depended 
in a very vital way on the European market, and this European mar- 
ket was profoundly affected in an adverse way by the destruction of 
life and property in the prosecution of the war. 

In the closing chapter the author presents his two remedies as: 
(1) the stabilization of the purchasing-power of money, which con- 
cerns all commodities and all industries, and (2) the stabilization of 
the prices of specific agricultural products when instability is due to 
other than monetary causes. He would prevent depression by a con- 
trol of the price-level, and would control the price-level by controlling 
the volume of credit. The volume of credit, in turn, would be con- 
trolled primarily by the manipulation of the bank-discount rate, 
which, under the systems of banking in the United States and England, 
he assumes to be entirely practicable. 

The reviewer confesses to a good deal of skepticism as to the 
working of this scheme. In the first place, it seems to him that the 
basis for alternate periods of expansion and depression in trade and 
industry is much broader than the mere consideration of the volume of 
credit. Do not these changes arise from forces much more funda- 
mental and far-reaching than that? In the second place, it is not clear 
that the volume of credit can be closely controlled merely by a shifting 
of the discount rate. 

The author, in his discussion of stabilization of agriculture, recog- 
nizes the patent fact that the prices of individual commodities in their 
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ups and downs respond to forces quite outside the field of credit and 
finance. He therefore turns to an evaluation of a number of schemes 
which have been proposed in the last six or seven years for the control 
of the production and sale of agricultural commodities. He first dis- 
cusses the feasibility of the government wheat corporation proposed 
for Great Britain, the function of which is assumed by its proponents 
to be the buying up of supplies of wheat at the world-price, dispensing 
these supplies to the British market at a price above the world-price 
when the latter is low, and below the world-price when it is high; so 
adjusting the price as to maintain a stable level for the United King- 
dom and to make the corporation self-supporting. He points out the 
fundamental objections to such a scheme as being, first, the effect on 
world-prices of the action of such a corporation in concentrating in its 
hands the whole wheat requirements of a nation; and second, the de- 
gree to which this method of trading might be exposed to political 
pressure. He dismisses the scheme as one of questionable workability, 
and turns his attention to the development of co-operative marketing 
in the United States. He gives this movement what would seem to be 
more than due credit as to the effectiveness with which it has been 
able to do the things which he conceives as its function. It seems more 
obvious to the author than to those of us who have observed the work- 
ings of these organizations from closer range, that they have actually 
succeeded in controlling the volume of production and in stabilizing 
the prices of the commodities with which they have to deal. It would 
seem also that the author is perhaps carried away by what he terms 
the well-established principles of co-operative commodity marketing. 
He states these as follows: 


1. Each organization must be concerned with the marketing of a single 
commodity or commodities closely allied with each other; it must cover a 
wide producing area, the local units being federated to some central body 
in order to secure adequate contrel of the markets. 

2. It must be based on binding contracts under which the growers 
pledge their produce to the association for a term of years. 

3. It must embody the principle of “pooling,” according to size, grade, 
or other characteristic, so that whilst individual growers obtain returns in 
proportion to the amount and quality of their produce, the control of sales 
passes from these thousands of growers into the hands of one organized unit. 


The “principles” sound strangely familiar to us, and we are led to 
suspect that the author has got his convictions from reading the works 
of one particular school of co-operation in this country, a school which 
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has been very voluble in its exposition of co-operative possibilities and 
methods, and may perhaps be accused of being somewhat promotional 
in its activities. Probably most American readers will find it difficult 
completely to share the optimism of Mr. Enfield with reference to 
the co-operative movement and agricultural stabilization. 

C. L. Hotmes 


Iowa StTaTE COLLEGE 


History of Agriculture in the Northern United States, 1620- 
1860. By PERcy WELLS BIDWELL AND JOHN I. FALCONER. 
Washington: The Carnegie Institution, 1925. Pp. xii+-512. 
$4.00. 

This is a portion of the long-awaited history of American agricul- 
ture in the series of “Contributions to American Economic History” 
projected by the Department of Economics and Sociology of the Car- 
negie Institution of Washington and continued under the auspices of 
the Board of Research Associates in American Economic History. The 
Board, according to the chairman’s prefatory statement, has deter- 
mined to terminate its investigation at 1860, owing to the unity of the 
ante-bellum period, to the fact that the subsequent materials are “not 
so voluminous,” and to the belief that the federal bureau of agricul- 
tural economics is in a better position to perform the task for the later 
years. The period selected has been treated “under the two natural di- 
visions of the South and the North”; the present study is to be sup- 
plemented by one on the “History of the Southern Plantation,” by Dr. 
L. C. Gray. The original director, President Kenyon L. Butterfield, 
was succeeded by Dr. Henry C. Taylor, to whom the final plan and 
scope of the study are due. 

As in the cases of the other divisions of the Board’s undertakings, 
the work has been carried on co-operatively, and the book as pub- 
lished, while chaptered and paged continuously, really consists of two 
separate monographs. Some years ago Dr. Taylor and his graduate 
students at the University of Wisconsin collected much of the mate- 
rial, and one of the students, Dr. Falconer, was intrusted with the 
preparation of the manuscript on the “Period of Transformation, 
1840-60.” Later Dr. Bidwell, then of the economics department of 
Yale, wrote the first three parts, designated, respectively, as “Agricul- 
ture in the Earliest Settlements,” “Rural Economy in the Eighteenth 
Century,” “Expansion and Progress, 1800-40,” revised the entire 
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manuscript with a view to securing unity, and prepared the bibliogra- 
phy. Finally, experts in the bureau of agricultural economics have 
checked the references. This rather complicated genesis of the study 
is detailed in justice to the authors, whose names appear on the title- 
page. 

The basic weaknesses of the study are to be found in its general 
plan and conception. In the first place, the division of the subject in- 
to “North” and “South,” rather than being “natural,” perpetuates a 
conventional fallacy. These terms were loose, popular designations for 
the opposing sections in the Civil War, temporary alliances of interests 
for the respective causes of Confederate independence and federal 
unity which cut across, and for the time being more or less disregard- 
ed, the true “economic provinces” of the country. Dr. Phillips finds 
seven distinct economic divisions within the limits of the Confederacy, 
and there were at least that number under the jurisdiction of the 
Union. Throughout the book the term “northern” is nowhere exactly 
defined, and the geographical treatment is not consistent: for the Colo- 
nial period the New England and middle groups are taken; later the 
state of Maryland is added; still later, Kentucky and Missouri are in- 
cluded, and finally appears the classification, “Southern,” “Border,” 
and “Northern’’! 

Assuming the title designation to include, roughly, the entire free 
section, the treatment is incomplete and disproportionate. The chief 
emphasis is given to developments in New England and New York 
and Pennsylvania, with an inadequate account of the beginnings in 
the Northwest. The Far West, in spite of the notable establishments 
and achievements in Utah and the Pacific Northwest, finds no place. 
Intersectional relationships and rivalries are not brought out. 

The choice of the date 1840 to mark the beginning of the agricul- 
tural “transformation” merits explanation, especially since there is 
much difference of opinion on this point among writers in agricultural 
history. Thus Professor Carver takes the invention of the reaper, in 
1833, and Professor Trimble, the first federal appropriation, in 1839, 
as the point of departure. Of course, like the beginning of the revolu- 
tion in industry or the dawn of the “Modern Age” itself, the question 
cannot be conclusively determined. Nevertheless the selection of any 
definite date requires some justification. 

With the exception of a few paragraphs, based largely upon Dr. 
Bidwell’s illuminating studies of southern New England, the book is 
lacking in interpretation; there is no attempt to relate the develop- 
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ments in agriculture with the general course of national life. The result 
of the method followed is a collection of facts regarding the technical 
developments of the occupation in the regions selected. So constant is 
the quotation or paraphrase of contemporary records that many of the 
chapters are of the nature of source selections rather than of organized, 
digested history. 

But with all of its limitations, the study has helpful features that 
are characteristic of the series in which it appears. The index, while 
incomplete, is constructed on a sound analytical plan and is useful so 
far as it goes. The proofreading has been done with care; but few 
typographical errors have been detected. Citations are full, definite, 
and apparently accurate. The illustrative features are true “helps”: 
maps and charts are plain and informing; cuts are clearly and at- 
tractively reproduced; statistical tables in text and appendix furnish 
conveniently much usable information. 

The “classified and critical bibliography” is a distinct contribu- 
tion, and provides a convenient, and in the main, trustworthy, guide 
for the research student. There are, to be sure, some notable omissions. 
With the exception of Ohio, the rich stores of materials in the western 
state historical societies’ collections are disregarded. A wider inclusion 
of contemporary memoirs and biographies, which afford indispensable 
sidelights on certain phases of the subject, might well have been made, 
though it is recognized that when such collateral sources are admitted 
it is difficult to keep a bibliography within reasonable limits. But cer- 
tainly no student of agricultural history should overlook the delight- 
fully written and highly informing sketches of agricultural leaders in 
Sanders’ At the Sign of the Stockyard Inn. Among the other impor- 
tant omissions are monographs on land systems and policies by Bond, 
Shepherd, Cheyney, Alvord, Wellington, Stephenson, and Hibbard— 
the last-named planned originally for this very work; the state and 
regional histories of Alvord, Cleland, and Schafer, Coman’s Economic 
Beginnings of the Far West, Schafer’s History of Agriculture in Wis- 
consin, Clemen’s American Livestock and Meat Industry, Paxson’s 
History of the American Frontier, and Wiest’s Agricultural Organiza- 
tion in the United States. The absence of some of the more recent 
titles, it should be said, may be due to the delay in publication after 
the manuscript was prepared. 

This book does not, as title and prefatory statement imply, pro- 
vide an adequate history of our agriculture before the Civil War in all 
sections outside of the “Southern Plantation”; but ;it does bring to- 
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gether a wide collection of facts on the developments in the Northeast 
and, much less completely and satisfactorily, on the Old Northwest, 
and by opening up the sources of information it helps to clear the way 
for other investigators. For these real services students of agricultural 
history will be duly grateful. 
Ear eE D. Ross 
Towa State COLLEGE 


The State Theory of Money. By Grorc FRIEDRICH Knapp. 
Abridged edition, translated by H. M. Lucas anp J. Bo- 
NAR. London: Macmillan & Co., 1924. 8vo; pp. xviii-+306. 

The Royal Economic Society has caused to be translated and pub- 
lished the three theoretical chapters, omitting the fourth historical 
chapter covering the monetary history of England, France, Germany, 
and Austria, of Knapp’s Staatliche Theorie des Geldes, which appeared 
in 1905. The book is not, therefore, new. That it should have been 
now presented in an English dress under the patronage of such econo- 
mists as J. M. Keynes and J. Bonar has a significance arising from the 
existing prevalence of certain theories of money among British econo- 
mists. As the theorists, including Dr. Cannan, have become disciples 
of the quantity theory of money, according to which prices are directly 
influenced by the quantity of money and credit, so publicists are ad- 
vised to adopt a policy of regulating the level of prices by “a managed 
currency” through the action of the state. The writings of J. M. 
Keynes and Gustav Cassel, as is well known, pivot on this theory. It is 
natural that they should seek the confirmation of a foreign writer like 
Professor Knapp, of Strasburg, who has formulated a philosophy of 
money in which the power of the state is paramount. 

His exposition, however, is characterized by a fanciful attempt to 
provide a new classification of the varieties of money. Ideas are con- 
cealed under terms derived from the Greek, as may be seen in the fol- 
lowing example: “(1) We presupposed the hylogenesis of the means 
of payment, for only hylic means of payment allow of pensatory use. 
(2) Then morphism appears; only morphic means of payment can be 
proclamatory and therefore Chartal. (3) Finally, it is only in the case 
of Chartal means of payment that the hylic basis can disappear; they 
alone, therefore, can be autogenic” (p. 38). 

So far as we can learn from the text and a glossary of technical 
terms, all this form of words means is that the means of payment 
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arises from the use of some material (Ayle); that paying by weight 
implies the use of a material; that, then, the material is given a definite 
form (like a coin), so that its worth in the monetary system can be 
designated by proclamation, which is the supreme cause of its cur- 
rency; and that, when its value is fixed by proclamation, its validity 
no longer depends on its material, since the material content is not 
necessary to its service as a means of payment. It is rather exasperat- 
ing to be obliged to hunt in such a jungle for so small a result. The 
essential point, however, is that chartality, or the legislative action of 
the state, determines the validity of any means of payment. 

Only one other example need be given. In speaking of the circula- 
tion of foreign gold coins in Bremen before 1871, when there was no 
legal convertibility of gold into these coins, he says: 

Gold would then not be a hylic metal, and in spite of the platic 
[coined] use of gold, there would have been no hylodromy [control of the 
metal]. For the hyloleptic [free coinage] branch of the lytric [comparison 
with the universally recognized means of exchange] administration was 
missing, even though the hylophantic [redemptive] branch was nearly com- 
plete, in the rules limiting the abrasion allowed in those foreign coins 


(p. 85). 


Enough has been said to illustrate the author’s way of concealing 


thought by a new and pedantic terminology. 

The only point in the exposition which need detain us is that the 
mere proclamation of the state is the act which fixes the value, or 
validity, of any means of payment. The reflection at once comes to us 
that this theory jumps entirely with the common German belief that 
the state can regulate all things, even the opinion of the individual, 
outside the monetary field. It is natural that a monetary theory 
should have been evolved in consonance with the common tendency. 
In this case theory is pushed to an extreme. It is not the purpose to 
find out if it is true, or will explain the facts. It is seemingly sufficient 
to bring forth something new and ingenious. Take, for example, the 
treatment of inconvertible paper money (pp. 44-55). To the objec- 
tions usually made to such money, Professor Knapp replies with the 
following statement, which explains what to us has seemed the inex- 
plicable policy of the German government during and since the world- 
war: 

Just think a little of its services [inconvertible paper money]. It 
frees us from our debts, and a man who gets rid of his debts does not need 
to spend time considering whether his means of payment were material or 
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not. First and foremost, it frees us from our debts teward the state, for the 
state, when emitting it, acknowledges that, in receiving, it will accept this 
means of payment (p. 52). 


The frightful débdcle in Germany following the collapse in the 
value of the paper mark, both in its effect on domestic conditions and 
on foreign exchange, puts the lie in a very disagreeable manner on the 
exposition of the author. What can the Royal Economic Society mean 
by translating and giving circulation to such doctrine? Is it in justifi- 
cation of the views of some of its prominent members that a return to 
the gold standard by Great Britain was undesirable? One had sup- 
posed that fiat money, dependent only on the proclamation of the 
state, had gone out of style in modern, commercial countries. 

Professor Knapp wars against the school of metallists, who believe 
that money should have some commodity value as a basis, and in favor 
of the chartalists, who believe that the edict of the state is sufficient to 
establish the validity of money. His theorizing seems fantastic in view 
of the inevitable pressure of the stubborn facts of trade which has 
forced both Great Britain and Germany, in spite of prodigious diffi- 
culties, to adopt a money based on the metallistic theory. It is curious 
that he refers with pride to one of his old students, Karl Helferich, 
who was one of those who were responsible for the plan by Germany 
in 1914, to carry on the war with inconvertible paper money. Yet it 
is clear that all other German economists did not follow Knapp. In 
1906, soon after the appearance of his book, at Schmoller’s dinner- 
table, where Adolf Wagner and others were present, it was said jocose- 
ly of the book that whatever in it was right was old, and that whatever 
in it was new was wrong. 

L. 


East Jarrrey, NEw HAMPSHIRE 


International Economic Policies: A Survey of the Economics of 
Diplomacy. By WILLIAM SMITH CULBERTSON. New York: 

D. Appleton and Company, 1925. Pp. xviii+575. $3.50. 

Of the many books evoked by the movements resulting from the 
world-war this latest by Dr. Culbertson is one of the most thoughtful. 
Looking at the conflict of international interests, primarily as reflected 
in tariff policies, he is impressed by the far-reaching economic rivalry 
among nations and the inadequacy of modern diplomacy or govern- 
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ment to grapple adequately with the resulting problems. The nation is 
an organization designed to handle domestic issues, but the clash of 
contending international interests makes it necessary to develop some 
method of co-operation among nations to cope with these larger prob- 
lems. The League of Nations is regarded as a hopeful effort in this 
direction. 

As might be expected from a former member of the United States 
Tariff Commission, most space is given to a discussion of commercial 
treaties, of tariff bargaining, of colonial policy, and of the open door. 
The author approves of a liberal policy for commercial treaties and 
reciprocity, opposing discrimination and retaliation, except as these 
may be necessary to obtain equality of treatment. He favors the adop- 
tion of the practice of unconditional most-favored-nation treatment 
and cites as a model the liberal commercial treaty negotiated between 
the United States and Germany on February 10, 1925. The condi- 
tional most-favored-nation principle, which has been our historic pol- 
icy, has not only failed to promote our economic development, but has 
not contributed to international stability and goodwill. In tariff bar- 
gaining he pleads for equality of treatment and deprecates the present 
tendencies toward discrimination and exclusion. An interesting study 
of protection and preference in the “Commonwealth of British Na- 
tions” leads to the conclusion that this affords an example of interna- 
tional co-operation, which might well pave the way to something larg- 
er. The chapters on the “closed door” and the “open door’ describe 
colonial policy and the treatment of India, China, and various man- 
dated territories and express regret that, while the closed door has been 
abandoned as a matter of principle, so little real progress has been 
made in the application of the open door policy. In spite of our de- 
mands upon other countries for the open-door policy, we have followed 
the principle of the closed door in determining the relations of our out- 
lying possessions with the rest of the world, although in our treatment 
of the natives the principle of equality of treatment has been applied. 
In like manner our shipping policy has usually been discriminatory 
and exclusive. 

The gravity and complexity of the international problems pre- 
sented by the unequal geographical distribution of raw materials and 
fuels, and the essentiality of certain key minerals to industrial nations, 
is fully recognized by Dr. Culbertson. On this point he says, “the fore- 
going review of the world situation as to raw materials should make 
clear the need of international co-operation in the solution of two 
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problems: (1) the equitable distribution of the world’s raw materials 
and (2) the conservation of the world’s natural resources.” To achieve 
the needed co-operation he would have called an international raw 
material conference, though at present he does not think it possible to 
do much more than agree upon principles which might be applied to 
mandated countries and later extended to all. 

Foreign loans and investments are recognized as containing the seeds of 
intervention and possibly war, though they are necessary to the economic 
development of backward countries. Although rejecting the policy of laissez 
faire, Dr. Culbertson also disapproves of economic imperialism, and pro- 
poses a middle course similar to that now pursued by the United States. 
Here especially international cooperation is needed. “Nowhere perhaps are 
the limitations and deficiencies of national control and regulation more con- 
spicuous than in international finance affecting the commercial policies of 
nations.” 

From this brief and inadequate summary of the book it will be 
seen that Dr. Culbertson finds the solution of international economic 
problems in international co-operation, and this he thinks can best be 
effected through some such agency as the League of Nations. Such co- 
operation must be obtained through the agency of the various existing 
nations, but these must show the way to better understanding and 
good wili in their relations with their neighbors. The book is a scholar- 
ly presentation of the economic argument for fair play, the open door, 
and equality of treatment of international relations, but in the present 
stage of public opinion and legislation it must be regarded as a guide 
post pointing the way rather than a manual of working directions. It 
is an interesting coincidence that the author should now be having an 
opportunity, as Minister to Roumania, to apply the new diplomacy for 
which he pleads. Would that more of our diplomats were as well 
equipped with broad knowledge and high purpose as is Dr. Culbertson! 

University oF ILLINoIs E. L. Bocart 

Ursana, ILLINOIS 


La Politica Finanziaria Italiana—Studi Sui Problemi Monetari 
E Finanziaria. By BENVENUTO GrizIoTTI, with the col- 
laboration of ERALDo Fossat1, TERESIO Goa, Luicr LiL- 
L1A, and Mario Pucttigse. Milan: Soc. An. Istituto Scien- 
tifico, 1926. Pp. 231. 

This book deals with certain aspects of Italian public finance 
which Benvenuto Griziotti and his collaborators believe to be in need 
of reform. 
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Professor Griziotti first briefly outlines Italian public finance from 
1860 to the present. Revenues and expenditures, he says, have always 
been objects of concern, and much effort has been made to keep them 
balanced; but there has been little constructive achievement. No ra- 
tional plan of reform has ever had a chance of adoption. The Fascisti 
might have made fundamental reforms, he thinks; but they have had 
no organized plan of reform, being content to follow in the footsteps 
of their predecessors. His summary and evaluation of their work does 
not reflect great credit upon the Fascisti. 

Italian public finance of recent years, says Griziotti, has returned 
to classical Italian traditions—traditions quite different from those 
prevailing in England and America, where debts are respected and pro- 
vision made for their amortization; where taxpayers take pride in pay- 
ing as much as possible, and do not shirk their duty of relieving future 
generations of burdens assumed in the past. But in Italy governmental 
finance is not built upon fundamental principles; provision for amorti- 
zation of the public debt is not accepted as a matter of course; and the 
taxpayers are eager to avoid, rather than to pay, taxes. 

Thoroughgoing tax reform is necessary. Professor Griziotti, in dis- 
cussing problems of financial reconstruction, says that the present sys- 
tem fails because it hinders production, does not tax according to abil- 
ity to pay, exempts certain classes which could contribute to the reduc- 
tion of the public debt, leaves untouched the abnormal fortunes cre- 
ated by the war, does not lend itself to a gradual improvement of the 
nation’s life, and greatly encourages tax evasion. The defects of the 
principal taxes are pointed out and suggestions made for their im- 
provement. 

The lira, according to Professor Griziotti, is the key to the complex 
situation in which Italy finds herself today. She may do any one of 
three things: first, reduce its value to zero; second, stabilize it at its 
present value; or, third, bring it back to par. The lira fell in value, he 
thinks, primarily because the government made excessive use of its 
credit and failed to manifest a willingness to repay the public debt. 
It can be brought back to par, Griziotti maintains, by systematizing 
governmental finance, apportioning the available supply of credit 
among the most desirable industries at a reasonable rate of interest, 
and further developing international economic relations in order to 
improve Italian credit, industry, and commerce. 

The last third of the book is the work of four men. Luigi Lillia 
makes a short statistical study of the effect upon Italy’s internal and 
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external debts of the fall in value of the lira: the burden of the inter- 
nal debt is lightened, at the expense of the holder of the Italian debt; 
the burden of the external is increased, at the expense of the Italian 
taxpayer. Eraldo Fossati discusses interallied debts. In his opinion 
they should be canceled. Failing this, they should be reduced by the 
amount of excess-profits tax the United States collected on goods fur- 
nished to the Allies. In addition to this, which is not a real reduction, 
the debts should be scaled down in accordance with each debtor’s ca- 
pacity to pay. And payment should be on condition that Germany re- 
deem her obligations. 

Teresio Gola’s brief study of the Italian government’s revenues 
and expenditures during the past twelve years shows that in the early 
years of the war Italy relied but little on taxation. He estimates the 
total tax burden in 1924-26 at about 20 per cent of the national in- 
come. Mario Pugliese contributes an exceedingly able discussion of 
the desirability of restoring the Italian inheritance tax, which, in his 
opinion, should never have been abolished. 

American students will find this critical study of Italian public 
finance both interesting and valuable, coming as it does from Italian 
students. Its fearless criticism and constructive suggestions are stimu- 
lating and worthy of serious consideration. 

DoMENIco GAGLIARDO 

UNIVERSITY OF KANSAS 


Principles of Personal Selling. By H. R. Tospar. New York: 
A. W. Shaw Co., 1925. Pp. xii+753. $6.00. 
Problems in Sales Management. Rev. ed. By H. R. Tospat. 
New York: A. W. Shaw Co., 1925. Pp. xxiv-+850. $5.00. 
The main impression given by Principles of Personal Selling is 
that nothing is omitted. Mr. Tosdal has roamed far and wide over the 
field of personal selling, starting with a discussion of its history, then 
devoting several chapters to orthodox material on the technique of 
salesmanship. Chapters x—xiii deal with special fields of salesmanship, 
such as “Selling to Consumers,” “Selling to Retailers,” etc. The re- 
maining chapters, which constitute nearly one-half of the book, are 
given over mainly to matters of sales management and the reason for 
their inclusion in a book on personal selling is not altogether evident. 
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Most of the material included in an appendix of forty pages seems also 
to have a rather remote bearing upon salesmanship. 

The book adds very little to the subject matter of salesmanship. 
It places a great deal of emphasis upon the social function of personal 
selling, and, as already inferred, is much broader in its approach to, 
and more comprehensive in its treatment of salesmanship than other 
texts on the subject. These are the author’s main contributions and 
were so intended. The book is ably written and characterized by its 
conservative tone. 

In the new edition of Problems in Sales Management, a serious 
effort is made to correct the defects of the earlier edition. On the 
whole the effort is decidedly successful. In order to obtain a frame- 
work around which to build cases an excellent analysis of the sales 
manager’s task has been made. The cases are then fitted into that 
framework in such a way as to give the student a thorough apprecia- 
tion of the types of problems encountered in managing sales. 

Cases have been selected and presented with much greater care 
than formerly. One wonders, however, whether the student of sales 
management profits more from “flash-light” exposure to one or two 
hundred problems than he would from longer and closer exposure to 
each of a smaller number of more comprehensive problems. 

To those who believe in the case method of teaching sales man- 
agement the book will prove the most useful source of material avail- 
able. 

UNIVERSITY OF CHICAGO James L. PALMER 


Financial Handbook. Edited by Ropert H. MontTGOMERY. 
New York: The Ronald Press Co., 1925. Pp. xxx-+1749. 
$7.50. 

This book, which consists of a collection of articles on various 
aspects of business written by specialists, is intended, as the author 
states, for the convenient reference of those who have to do with the 
finances of a business. It is divided into thirty-four sections, each 
dealing with some particular aspect of business, ranging from “The 
Fundamentals of Business Economics” to “Abbreviations of Business 
Terms.” 

The specialist in each field will probably be disappointed with the 
treatment of his subject; the primary raison d’étre of the book, how- 
ever, is to provide the non-specialist with a simple and comprehensive 
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view of the different branches of business activity, in order that it may 7 
not be necessary for him to consult more highly specialized treatises, © 
The authors and editor have succeeded very well in realizing this aim, ~ 
with the result that they present to those who have need of informa- ~ 
tion on these subjects in a simple and handy form, a compact, read- q 
able, and well-indexed volume. 


Essays in Taxation (10th ed.). By Epwin R. A. SELIGMAN, 7 
New York: The Macmillan Co., 1925. Pp. xi+806. $4.00. 


The tenth edition of this admirable book has very few significant ~ 
changes from the previous edition which appeared about four years © 
ago. Outside of correcting various minor errors and misprints it may ~ 
be said that the changes consist almost entirely of additions of new ~ 
material to the old text, bringing the discussion of current literatureon © 
the various problems treated down to date. This is particularly true of ~ 
the essays dealing with double taxation, the inheritance tax, and the ~ 
taxation of corporations, although the whole book bears evidence of a ~ 
careful revision to date. 








